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Abstract(
The following paper examines how ‘financialization’ has evolved in the Eurozone. 
The first part is a literature review, which defines and operationalizes the concept. It is 
followed by a comparative analysis with the US establishing that financialisation has 
occurred in the Eurozone, in a different fashion on some indicators. We then analyse 
the impact in the Eurozone following the crisis. This section determines that 
financialisation has had consequences in terms of decreasing demand and increasing 
access to finance problems. The last chapter assesses the policy response in 
comparison to the US crisis. We find that the Eurozone has underperformed because 
of an insufficient regulatory framework. It is further discussed how Quantitative 
Easing, as used by the Fed in the US could be used in the Eurozone.  
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Problem(area(Right"now"politicians"in"Europe"and"academics"around"the"world"are"scratching"their" heads" in" to" find" a"way" to" return" the" Economic" and"Monetary"Union" to" a"more" prosperous" time."However," the" success" of" the" combined" efforts" of" politiScians,"the"European"Central"Bank,"the"International"Monetary"fund"and"national"budget"reforms"have"managed"to"do"no"more"than"put"a"sock"in"the"hole"for"the"time"being.""After"signs"of"increasing"confidence"in"the"financial"markets"in"midS2010"the"EuSrozone"fell"back"into"below"1"%"GDP"growth"rates"and"even"lower"inflation"rates."Now"six"years"after"the"financial"crises"of"2008"the"Eurozone"as"a"whole" is"still"posting"less"than"impressive"GDP"growth"and"the"European"Central"Bank"(ECB)"is"having"an"alarmingly"hard"time"producing"on"its"2"%"inflation"mandate"while"the"threat"of"deflation"comes"closer"to"a"real"scenario.""""This"stagnation"has"serious"consequences"for"long"term"economic"prospects"esSpecially" in"member"states"such"as"Spain,"Greece"and"Portugal."According" to" the"Eurostat"Euroindicators"survey"from"February"2014"no"less"than"26,231"million"men"and"women"were"without"a" job" in" the"EU28"and"19,175"million"(73"%)"of"those" resided" in" the" Eurozone" (Eurostat," euroindicators," 2014," p.1)." –" 19.175"million"men"and"women"without"a" job"which"put"extreme"pressure"on"governSment"budgets"across" the"periphery," the" same"budgets" that"are"being"cut" in" the"name"of"productivity"reforms,"and"vast"social"hardship"across"periphery"member"states.""There"are"many"different"opinions"as"to"the"why"the"Eurozone"economy"is"curSrently"struggling"to"gain"traction,"most"of"which"point"to"wage"levels,"productiviSty," government" debt" levels" and" public" reforms" as" the" cause" of" this" economic"slump."However"few"shine"a"light"on"the"sector"from"which"this"crises"originated."""In" the" US," economists" have" examined" the" impact" of" growing" importance" of" fiSnance" in" the"economy"since"the"1970’s."They"see" it"as"a" ‘financialization’"of" the"economy."This"group"of"economists"sees" the"trend"of" financialization"as"a"main"culprit" to" the"crisis" in" the"US."They" focus"on"the"role"of" financial" institutions" in"
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both"politics"and"businesses,"and"as"stories"of"bank"bailouts,"austerity"programs"and" economic" instability" are" still" fresh" in" the" memory," we" find" this" financeSoriented"approach"interesting."""We"want" to"examine" if" the"same"tendencies," consequences"and"responses"have"taken"place"in"the"EU,"because"where"better"to"look"for"a"cause"to"the"crisis"than"in" the" same" financial" institutions" that" facilitate" economic" activity" in" any"develSoped"economy.""" (
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Research(statement((Against"the"background"of"the"problem"area"described"above"this"study"attempts"to"answer"the"following"research"statement:""
Has$ ‘financialization’$ evolved$ in$ the$Eurozone$and$what$has$ it$meant$
for$the$real$economy$and$policy$response?$"In"order" to"answer" this" in"a"comprehensively," the" following"research"questions"have"been"devised:"S Has"the"development"of" ‘financialization’"happened"in"the"Eurozone"as"it"has"in"the"U.S.?"S What"is"the"consequence"for"the"Eurozone’s"real"economy"represented"by"the"Small"and"Medium"Sized"Enterprises"(SME)"of"the"Eurozone?"S What" is" the" policy" response" of" the" Eurozone" compared" to" the" US," and"what"could"be"done"further?"
Research(method(The"following"section"will"be"a"description"of"the"method"used"in"order"to"answer"the"research"statement.""The"first"part(of"this"study"has"the"characteristics"of"a"literature"review"with"the"aim"of" exploring" existing" literature" on" financialization." The" ideas" and"developSments"behind"financialization"are"explained,"resulting"in"our"choice"of"definition"of"financialization"and"a"focus"for"this"specific"study."It"is"argued"that"financializaStion"is"initially"a"development"undergone"by"the"U.S."economy,"which"is"also"why"the"existing"literature"revolves"around"an"American"context.""The"review"also"provides"the"study"with"a"method"of"how"the"term"of"financialiSzation"can"be"operationalized"in"the"context"of"the"Eurozone.""To"this"end"differSent" quantitative" indicators" are" established," to" help" measure" if" financialization"has"occurred"in"the"Eurozone"in"the"same"way"as"in"the"U.S."Following"this,"theories"of"the"specific" impact"and"consequences"of"financializaStion"are"gathered."These"come"to"serve"as"the"foundation"for"our"analysis"of"the"
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consequences" of" financialization" and" are" tested" later" in" the" study,"when" it" has"been"determined"to"what"extent"financialization"occurred"in"the"Eurozone.""The"second"part(begins"by"operationalizing" financialization"with" the"use"of" the"selected"indicators"from"the"previous"chapter."This"exercise"has"the"characterisStics" of" a" comparative" study"of" the"U.S." and" the"Eurozone" economies."The" exact"focus"of" this"method" is" to"answer" the" first"part"of" the" research"statement," if" fiSnancialization"has"evolved"in"the"Eurozone.""The"third"part( is"an"analysis"of"the"impact"of"financialization"on"the"real"econoSmy,"represented"by"the"SMEs"of"the"Eurozone."Here"it"is"shown"how"financializaStion"has"had"direct"consequences"for"the"SMEs"related"to"their"access"to"finance"as"well" as" the" overall" decline" in" aggregate" demand." In" this" section"we" use" the"empirical"findings"of"ECBs"access"to"finance"report"and"macroeconomicS"and"fiSnancial" market" statistics." This" part" answers" the" second" part" of" the" problem"statement;" what" has" financialization" meant" for" the" real" economy" of" the" euro"zone."The"impact"is"studied"comparatively"between"two"groups"of"countries,"the"core"and"the"periphery."We"do" this,"because" the"macroSeconomic"dynamics"beStween"the"countries"are"important,"and"thusly"the"financialization"has"impacted"the"two"groups"of"countries"differently.""The"fourth"part(is"a"comparative"assessment"of"the"policy"response"from"the"poSlitical" level" in" the" Eurozone" and" in" the" U.S." The" assessment" draws" upon" the"knowledge"provided"by" the"previous"analysis" regarding" the"problems"and"conSsequences"of"the"financialization"in"the"Eurozone."Focus"is"mainly"on"the"policy"response" towards" the" financial" and" macroeconomic" outlook" of" the" Eurozone."This"section"answers"the" last"part"of" the"research"statement;"what" financializaStion"has"meant"in"terms"of"the"policy"response."In"the"last"section"we"draw"upon"the" comparison" between" the" US" and" Eurozone" crisis" response" to" see" if" some"measures"taken"overseas"could"be"relevant"to"the"current"European"situation."""" "
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See"the"table"below"for"an"overview"of"the"methods"and"empirical"data"used"for"each"chapter:""
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Has( the( develI
opment( of( ‘fiI
nancialization’(
happened( in( the(
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(
1"+"2" Idea"and"background"of"financialization""Definition" of" financialiSzation""Theory" and" theses" of"the"impact"of"financialiSzation"on"the"real"econSomy""Operationalizes" finanScialization"
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Database"statistics"""Official"EUSdocuments""Statutes"and"treaties""""" (
6""
Part(I:(Defining(Financialization(Financialization"has"a" longer" tradition"as"an" interesting" field"of"study" in" the"US"and"some"South"American"Economies"(e.g."Palley"2007;"Crotty,"2005)."In"spite"of"this"it"has"not"yet"been"completely"agreed"upon"what"the"concept"of"financializaStion"precisely"means"and"entails."""In"this"chapter"we"seek"to"define"the"term"financialization"applied"in"this"project."To" this" end"we" explore" the" recent" literature" on" financialization."We" do" this" to"construct"a"definition"applicable"in"a"European"context,"utilised"later"in"this"proSject."Most"of"the"existing"literature"primarily"concerns"the"impact"of"financializaStion"on"the"US,"and"to"some"extent"South"America"and"Asia."Specifically"we"want"to" identify" a" number" of"measurable" indicators" to" examine" trends" related" to" fiSnancialization"in"the"Eurozone."As"stipulated"in"the"research"statement,"the"wish"is" to" place" financialization" in" a" context" of" the" current" crisis" in" the" Eurozone."Therefore"the"intraSEurozone"dynamics"is"examined,"from"the"conception"of"the"Economic"and"Monetary"Union"(EMU),"in"1999"to"the"crisis"in"2008.""In"order"to"construct"a"feasible"and"applicable"definition"of"the"vague"term"finanScialization"we"conduct"a"brief""‘literature"review’"of"carefully"selected"authors"on"the" subject." A" few" key" books" are" chosen" from"wellSesteemed" researchers" and,"when" needed," supplemented" with" articles." " As" mentioned" above," it" is" studied"both"what"the"term"financialization"is"and"indeed"what"impact"it"may"have"on"the"economy."The"literature"review"will"serve"as"a"foundation"to"both"ends."First"by"enabling" us" to" establish" five" indicators" to" financialization" of" the" economy" and"second"by"theorizing"what"impact"financialization"has"on"the"economy."Key"obSservations"on" the" impact"will"be"presented"after"our" five" indicators"but"will"be"expanded"upon"on"an"ad$hoc"basis"once"we"embark"on"our"empirical"analysis."
Defining(Financialization(There"are"in"fact"many"different"definitions"of"financialization."Starting"short"and"broad," financialization" has" been" noted" to" be" “a$ shift$ in$ the$gravity$ of$ economic$
activity$from$production$to$finance”" (Foster"2007:"1)."This" stems"with"Pedersen"(2011:"19)"who"supports"this"adding"a"time"frame"while"he"states"that"“the$finan<
cial$capital$went$from$being$a$B<player,$who$supported$the$manufacturing$capital,$
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to$being$an$A<player$who$made$loans$and$debt$the$driving$force$behind$the$global$
order,$as$well$as$making$speculation$an$important$aspect$about$economic$growth"(ibid," our" translation)." Further" definitions" spans" from" describing" the" concept"more"radically,"with"a"certain"negative"annotation," to"explaining" it"more"objecStively"as"an"obvious"recent"process,"whereas"the"specific"reasons"and"effects"of"it,"is"initially"left"out.""To"start"with"an"example"of"the"first,"there"is"Fine"(2010:"97)"who"describes"the"notion"of"financialization"as"“the"exploitation"or"expropriation"of"workers’"wages"in" the" sphere"of" exchange”," and" as" a" direct" reason" for" the" current" global" crisis"(ibid)." "Then"we"have" the"middle"ground"version"as"Palley’s" (2007:"2)"who"deSscribes"financialization"as"“a$process$whereby$financial$markets,$financial$institu<
tions,$and$financial$elites$gain$greater$influence$over$economic$policy$and$econom<
ic$outcomes”"(ibid)."Lastly,"we"have"an"example"of"the"mentioned"more"objective"definitions."This"comes"from"Orghanzi"(2007:"2)"who"refers"to"financialization"as"“the$increase$in$the$size$and$significance$of$financial$markets$and$financial$institu<
tions$in$the$modern$macro$economy”"(ibid)."""This"study"wishes" to"apply"a"mixture"of" the"definitions"above." It"agrees" that" fiSnancialization"has" something" to"do"with" the" increasing" size" and" significance"of"finance"and"also"that"it"has"a"direct"effect"on"the"real"economy"related"to"the"curSrent"financial"crisis."This"study"however"also"agrees"with"the"fact"that"the"recent"process"of" financialization,"especially" in" the" light"of" the"present" financial" crisis,"reveals" certain" challenges" for" the" real" economy"and" the"nonSfinancial" sector"of"the"Eurozone"and"demands"a"certain"action"in"terms"of"policySresponse.""
The(ideas(and(background(of(financialization((Reminded"of" the"previous"section," this"study"applies" the" following"definition"of"financialization;" as" the" increase" in" size" and" significance" of" finance,"with" direct"effects"on"the"real"economy"related"to"the"recent"financial"crisis."Following"this"definition,"the"objective"with"this"next"section,"still"deriving"from"the"literature"review,"is"to"provide"an"understanding"of"the"combination"of"sevSeral"factors"that"has"contributed"to"the"financialization"of"the"European"economy"
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along" with" the" consequences" of" this" development." To" achieve" this," we" review"different"authors’"contributions"towards"the"background"of"financialization.""Epstein""(2005:"3)"claims"that"there"has"been"an"evident"increase"in"transnational"economic" transactions" increasing" both" domestic" and" international" financial"transactions." In"an"abstract" fashion"this"has"been"characterised"as"an" increased"role"of"markets,"parallel"with"the"diminished"role"of"governments."Moreover,"the"scholar"Robert"Cox"stated"already"in"1992"that"finance"had"been"decoupled"from"production,"to"become"an"independent"power,"an"autocrat"over"the"real"economy"(Overbeek" 2012:" 33)." Finance" had" apparently" already" lost" its" role" as" a" simple"intermediary"between"holders"of"capital"and"the"productive"economy"in"need"of"it."Lapavitsas"(2013)"asserts"that"financialization"is"an"epochal"change"of"capitalism,"a" systemic" transformation" of" economy" and" society," a" problematic" relationship"between"finance"and"the"rest"of"the"economy"(ibid:"15).""The"statements"above"describe"a"change"to"the"“economic"landscape”"related"to"a"trifold" development" entailing" neoliberalism,$ globalization$ and" financialization"itself"(Epstein"2005:3)."Neoliberalism,"globalisation"and"financialization"are"certainly"interwoven"trends,"which"can"be"difficult" to"separate" from"one"another."Therefore"the"relationship"between"these"notions"must"be"further"assessed.""The" connection" between" financialization" and" globalisation" has" to" do" with" the"understanding"of"globalisation"as"related"to"the"growth"of"the"world"market,"the"expansion"of" international" financial"markets," the" increasing" interpenetration"of"economies"via"foreign"direct"investment,"the"rise"of"global"flows"of"lending,"and"a"host" of" related" phenomena" in" the"world"market" during" the" last" three" decades"(Lapavitsas"2013:"13)."As"evident"in"this"definition"of"globalisation"it"can"be"hard"to" distinguish" between" this" and" financialization." Globalisation" can" be" boiled"down"to"entail"the"increasing"economic"interconnectedness"around"the"globe"as"a"recent"development."However,"it"can"be"argued"that"financialization"lies"at"the"core"of"this"as"the"underlying"driving"power."From"this"departure"it"can"be"furSther" argued" that" it" has" been" the" expansion" of" financial"markets" itself" that" has"
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connected" the"world" economies." This" is" certainly" evident"when" looking" at" the"reasons"for"the"systemic"global"reach"of"the"recent"financial"crisis."The"crisis"has"had"global"impacts"because"of"the"global"span"and"interconnectedness"of"finance."Finally" turning" to" the" notion" of" neoSliberalism,"which" can" be" described," as" the"ideology" of" finance." Its" ideas" and" rationales" have"been" forthcoming" along"with"the"reassertion"of" the"power"of" finance"and"along"with" its" increasing"economic"significance"and"importance"(Epstein"2005:"5)."""NeoSliberalism" has" been" the"mindSset" behind"many" developments" and" instituStional"changes"that"has"helped"financialization"on"its"way.""The" idea"of"deregulating" the" financial"markets," in"order"reboot" the"economy" in"the"period"from"the"1970’s"onwards"is"an"important"factor"in"this"context"(ChrisStensen"et"al,"2012:"109).""For" the" explanation" of" backgrounds" of" financialization" in" a" European" context,"which"is"especially"applicable"to"this"study," it"has"been"argued"that"the"integraStion"project"of"the"European"Union"(EU)"has"been"a"key"factor"of"the"financializaStion"of"the"Eurozone"(Lapavitsas"et"al"2012)."The" creation" of" the" single"market" in" the" EU," specifically" the" free"movement" of"capital,"as"well"as"the"introduction"of"the"single"currency"in"1999,"related"to"the"EMU,"is"generally"viewed"as"a"neoSliberal"project.""The"way"the"monetary"union"replaced"several"former,"allegedly"less"stable,"South"European" currencies"with" one" common" and" perceivable"more" stable" currency,"the"Euro," improved"and"aligned"the"credit"rating"of"certain"member"states."The"monetary"union"also"meant"a"wide"reach"of"a"single"low"centralised"interest"rate"from"the"European"Central"Bank"in"Frankfurt."In"summation"it"has"been"argued"that"the"EMU"helped"the"financialization"of"the"Eurozone"(ibid).""
Operationalizing(the(concept(of(financialization(This"study"aims"to"contribute"to"the"discussion"of"what"financialization"actually"entails"and"has"therefore"been"inspired"by"the"use"of"different"indicators"to"operSationalize" the" concept" of" financialization." These" indicators" have" been" used" by"Palley"(2007)"to"describe"financialization"in"an"American"context."As"financializaStion" is" a"more" established" concept" in" the"US," this" study"wishes" to"make"use"of"
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some"of"the"same"indicators"used"in"an"American"context"in"order"to"compare"the"figures"with"those"for"the"Eurozone."This"will"serve"as"the"method"for"the"comSparative"study"of"financialization"between"the"US"and"the"Eurozone.""
Indicator(#1:(A(rise(in(the(debtIlevel(of(nonIfinancial(corporations,(houseI
holds(and(the(financial(sector.(The"defining"feature"of"financialization"in"the"US"has"been"an"increase"in"the"volSume"of"debt."That" is"why" the" first" indicator" (inspired"by"Palley"2007)"needs" to"show"the"evolvement"debt" levels."By" looking"at"debt" levels" in"all" three"sectors;"households,"nonSfinancial"corporations,"and"the"financial"sector,"we"establish"the"degree"to"which"different"parts"of"the"economy"has"become"financialized."This"is"perhaps"the"most"important"indicator,"as"most"authors"agree"that"this"as"an"imSportant"part"of"financialization."""
Indicator(#2:(The(share(of(the(total(economy(made(up(by(the(financial(secI
tor.(Another"indicator"is"the"size"of"the"financial"sector"compared"to"the"total"econoSmy," GDP" or" ‘financial" depth’" (World" Bank" 2014–"Financial$Depth)." Both" Crotty"(2005)"and"Palley"(2007)"present"material"showing" the"growing" importance"of"the"financial"sector"in"the"economy"as"well"as"in"society"as"a"whole."By"expanding"in"size,"the"financial"sector"is"also"growing"in"importance"to"the"economy"and"in"terms"of"political"influence,"therefore"the"relative"size"of"financial"sector"assets"is"an"important"factor."The"indicator"measures"total"banking"assets"to"GDP,"a"comprehensive"measure"of"size"because"it" includes"not"only"credit"to"private"sector,"but"also"credit"to"govSernments" as" well" as" bank" assets" other" than" credit" (World" Bank" –" Financial$
Depth).""
Indicator( #3:( Growth( in( financial( sector( asset( values( is( more( rapid( than(
growth(in(the(real(economy.(Expanding"upon"the"aforementioned"indicator"we"look"at"an"indicator"mentioned"by"Crotty"(2005),"namely"that"growth"in"the"financial"sector"assets"has"outpaced"GDP"growth."The"reasoning"behind"this"factor"is"quite"simple:"as"financial"corpoS
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rations"become"more" larger," they"extract" an" increasing"amount"of"profits" from"the"nonSfinancial"sector,"whereby"wealth"is"transferred"away"from"the"real"econSomy."The"trend"is"also"inspired"by"Duménil,"Lévy"and"Epstein"&"Jayadev"(Crotty,"2005).""
Indicator(#4:(The(financial(structure( (This"indicator"shows"the"source"of"funding"for"nonSfinancial"corporations."If"this"is"mainly"from"banks"(e.g." in"terms"of" loans,"credit" lines,"overdraft)," this"can"be"termed" a" stakeholder" economy." Oppositely"when" funding" is" retrieved" through"the"market," via" issuance" of" stocks," this" can" be" termed" a" shareholder" economy"(Meyerson" 2009)." As" stated" in" several" pieces" of" financialization" literature" (e.g."Meyerson"2009,"Crotty"2005,"Orghanzi"2007)"one"of" the"most" apparent" conseSquences"of"the"public"trading"of"companies"is"that"the"logic"of"the"financial"sector"is" transferred" to"nonSfinancial" corporations." Essentially," this" causes" a" displaceSment"of"reinvestments,"using"profits"for"payment"of"dividends"instead,"which"is"in"the"interest"of"the"shareholders.""The"financial"structure"of"the"economy"is"an"important"element"when"assessing"possible" policy" responses" towards" the" problems" of" financialization." If" funding"derives"mainly" from"banks," policy" towards" the"behaviour"of" these" is" obviously"relevant.""
Indicator(#5:(Decoupling(of(productivity(growth(and(wageIincreases.""This"indicator"is"also"an"important"factor"linked"to"indicator"#"3,"namely"that"the"increasing" value" descending" from" an" increase" of" productivity" is" no" longer" reSflected"in"increasing"wages"(Palley"2013)."In"stead,"it"is"absorbed"by"the"financial"system"through"a"variety"of"channels."For"example,"the"gap"in"pay"is"increasing,"as"a"relatively"limited"number"of"people"are"extracting"an"increasing"share"of"the"economy.""Since"the"beginning"of"the"80’s"wages"have"stagnated"as"productivity"has"continued"to"rise"and"has"led"to"rising"inequality.""Joseph"Stiglitz"explains"the"consequence"of"these"developments"as"follows:"“Mov<
ing$money$from$the$bottom$to$the$top$lowers$consumption$because$higher<income$
individuals$consume$a$smaller$portion$of$their$income$than$do$lower<income$indi<
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viduals.$Those$at$ the$top$save$15<20$%$of$ their$ income$while$those$at$ the$bottom$
spend$all$of$their$income”$(Stiglitz,"2012:"85).""("The" five" indicators"above"all"point" towards" financialization"of" the"economy."By"comparing"to"the"US,"which"most"agree"have"undergone"financialization,"we"can"establish"to"which"degree"the"Eurozone"has"undergone"a"similar"transformation."Some"divergence" is" expected"between" the"US" and" the"EU," and" even"within" the"different" countries" in" the" Eurozone." Therefore"we" also" present" intraSEurozone"financial"flows."In"short,"we"attempt"to"follow"the"money."We"do"this"to"investiSgate"the"impact"that"financialization,"as"defined"by"the"five"indicators"above,"has"had"on"the"dynamics"of"the"economy"in"the"Eurozone"leading"up"to"the"crisis."""" (
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Theoretical(impact(of(financialization(The"five"indicators"presented"above"are"designed"to"help"us"show"if"financializaStion"has"really"come"to"Europe."The"indicators"represent"a"severe"change"in"the"economic"landscape,"a"change"that"will"naturally"have"consequences."Therefore,"the"review"of"the"literature"does"not"stop"there."The"following"section"introduces"the"main"theoretical"impacts"of"financialization"on"the"economy,"as"presented"by"research"on"the"subject"mainly"from"the"US."This"brief"introduction"on"the"impact"will"be"expanded"upon"in"the"empirical"analysis"and"assist"in"the"interpretation"of"the"data"presented."""In"the"broadest"sense,"financialization"has"changed"the"very"core"concept"of"the"economy."Palley"(2013)"illustrates"a"simple"model"of"growth"in"a"classic"economy"as"follows:""
Figure(1(I(Basic(Economic(Cycle(
"It" is" heavily" inspired" by" Keynesian" economics," and" is" therefore" of" course" deSmandSdriven.""As"presented"in"our" indicators,"one"of"the"trademarks"of" financialization"is"that"the"financial"sector"grows"larger"relative"to"the"rest"of"the"economy."The"financial"sector"essentially"extracts"an"increasing"part"of"the"value"added"to"the"economy"by"one"of"the"links"in"the"chain"presented"above,"usually"growth"in"productivity"(Palley,"2013)."In"doing"so,"the"increase"produced"in"the"following"links"naturally"
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diminishes" as"well." Crotty" (2005)" calls" this" development" ‘the" neoSliberal" paraSdox’;"businesses"are"expected"to"produce"growth"in"order"to"meet"earnings"tarSgets" etc.," even" if" general" growth" in" the" economy" is" very" limited." This" leads" to"short" sighted," and" not" necessarily" productive," decisions" by" the" management."Each"individual"enterprise"has"to"focus"on"costScutting,"wageSrestrain"(e.g."by"reSlocating" labourSintensive"parts"of"production" to" lower"wage"countries)"and"not"on"reSinvestment"of"potential"profits"(Crotty,"2005)."It"is"not"the"fault"of"each"individual"enterprise,"but"rather"a"necessity"fostered"by"financialization."As"more"and"more"enterprises"operates"in"this"way"the"pressure"on" wages" will" quite" naturally" impact" the" purchasing" power" of" the" employees"leading"to"lower"demand."This"in"turn"results"in"slower"growth"forcing"the"enterSprise"to"cut"costs"even"more"to"retain"profit"margins."This"causes"the"productive"cycle,"presented"by"Palley"(2013),"to"be"affected"negatively."As"this"work"is"based"on"the"work"of"Keynes,"demand"is"key"to"wealth,"and"as"demand"is"diminished"so"is"the"potential"for"growth"and"increased"wealth."""Related"to"the"description"of"indicator"#3"and"#5,"Palley"also"notes"that"the"effect"on" the" economic" cycle" above" creates" inequality." The" financial" sector" extracts" a"larger"share"of"the"economy"and"the"aforementioned"gap"in"pay"increases,"makSing" income" inequality" rise." Income" inequality" also" impacts" aggregate" demand"negatively,"which" further" pressures" corporations." Stiglitz" (2012)" elaborates" on"this" notion;" in" the" US" highSincome" individuals" save" 15S25" pct." of" their" income"whereas"lowSincome"individuals"tend"to"spend"all"their"disposable"income."LogiScally,"if"a"larger"share"of"the"total"disposable"income"is"concentrated"in"the"group"saving" a" large" part," less" money" will" be" spend" and" demand" is" thusly" reduced"(Stiglitz,"2012:"pp."85S86).""
The( first(basic"theoretical" impact"of" financialization"taken"to" its" logical"concluSsion"is"therefore"that"aggregate"demand"is"negatively"affected"by"financialization"in"two"basic"ways."Firstly,"because"companies"have"changed"their"business"model"so" potential" profits" is" used" to" ‘downsize" and" distribute’" (i.e." paying" dividend)"instead"of" ‘retaining"and" reSinvesting’" the"profits." Secondly,"because"demand" is"
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depressed"as"a"smaller"share"of"the"population"gains"a"larger"share"of"the"wealth"(Crotty,"2005;"Palley,"2013;"Stiglitz,"2012).""Reminded"of"#indicator1" in" the"previous" chapter," this"meant" to"emphasize" the"notion"that"the"economy"has"become"highly"leveraged,"or"in"other"words,"that"the"debt" taken" on" by" financial" institutions," households" and" nonSfinancial" corporaStions" alike" has" increased" drastically." The" increase" in" debt" has" severe" conseSquences."It"can"be"argued"that"debt"is"not"a"bad"thing"per"say."Everyone"would"be"worse"off"if"we"all"had"to"save"to"purchase"a"house"or"expand"our"businesses."In"its"purest"form,"debt"is"a"way"for"those"with"no"productive"use"for"their"money"to"make"a"little"profit"by"allowing"another"entity"to"spend"it"on"something"producStive."In"this"way,"one"person’s"debt"is"another"person’s"asset;"total"wealth"is"not"automatically" negatively" impacted" by" debt." However,"when" debtSlevels" are" exScessively" increased" the" economy" becomes" increasingly" vulnerable" (Krugman,"2013"p."45)."In"the"US"perception"over"time"changed"towards"a"more"relaxed"attiStude" towards"debt." It"was"quite" simply"perceived" to"be" safe" to"borrow"money,"and"consequently"both"families"and"businesses"developed"a"habit"for"borrowing."(ibid:"p."48)"""As" mentioned" earlier," financialization" may" bring" about" wageSpressure" and" a"more"skewed"distribution"of"productivitySgains."This"can"help"explain"the"pileSup"of"debt"in"households."One"argument"is"that"households"are"increasingly"dependSent"of"the"financial"system"in"order"to"participate"in"the"regular"consumption"of"goods" and" services," including" housing," education," health" and" transport" (LapaSvitsas,"2013:"pp."3S4)."Another"explanation"is"that"households"aspire"to"a"lifestyle"better"than"the"current"situation."We"want"to"‘keep"up"with"the"Joneses’,"and"in"order"to"do"so"take"out"a"second"mortgage"or"home"equity"loan"to"spend"on"what"is" essentially" luxury" consumption" (Stiglitz," 2012:" p." 89" &" 105)." No"matter" the"reason," aggregate" demand" seems" to" be" kept" artificially" high" by" easy" access" to"cheap"credit."""CreditSfuelled"consumption"and"investments"by"enterprises"and"households"natSurally"have"an"upper"limit."In"good"times"though,"it"may"appear"less"risky"than"it"
16""
actually" is."When" house" prices" in" the" US"was" rising," even" borrowers"who" lost"their"income"managed"to"sell"their"house"with"positive"–"or"at"least"not"negative"–"equity"and"pay"off"the"debt."You"can"purchase"an"appreciating"asset,"like"a"house,"during"the"bubble,"even"with"no"money"down"and,"and"as"long"as"prices"increase"you"have"positive"equity"after"a"few"years."The"borrowers"are"winners"during"the"good"times"(Krugman,"2013:"pp."48).""Palley"(2013)"argues"that"asset"prices,"driven"by"debt,"as"a"result"of"the"dynamics"mentioned"above,"are"key"to"the"volatile"economic"cycles."Just"as"increased"leverSage"amplifies"asset"prices"during"good"times,"it"amplifies"the"decline"in"bad"ones."Hyman"Minsky"laid"the"groundwork"for"this"part"of"the"theory,"and"the"moment"when"the"economy"rediscovers"risk"is"appropriately"called"the"‘Minsky"moment’"(Palley,"2013;"Krugman,"2013)."As"the"economy"takes"a"turn"for"the"worse,"households"and"corporations"attempt"to" deSleverage." The" sudden" sharp" increase" in" supply" and" virtually" no" demand"means"that"asset"prices"plummet."It"may"very"well"be"rational"for"the"individual"corporation"or"household" to"deleverage," just" as" it" is" rational" for" the" individual"enterprise" to" keep"wages" low," but" the" sum" is" greater" than" its" parts." The"more"severe" the" sudden" depression" of" asset" prices," the" more" the" individual" entity"needs"to"deleverage,"and"in"turn"the"more"depressed"prices"become."This"obserSvation" is" heavily" influenced" by" work" made" by" the" American" economist" Irving"Fisher"in"1933"after"the"great"depression"where"debt"and"deflation"in"asset"pricSes" were" also" of" great" importance" (Palley" 2013;" Krugman," 2013)." In" the"worst"case"inflation"may"decline"drastically"or"even"turn"to"deflation"increasing"the"real"burden"of"the"remaining"debt"(Krugman,"2013).""
Our(second"theoretical"impact"of"financialization"derives"from"the"arguments"in"the" preceding" sections." Growth" in" a" ‘financialized’" economy" is"much"more" deSpendant"on"continual"access"to"relatively"cheap"credit,"which"leaves"the"economy"proportionately"more"vulnerable"to"downturns."Access"to"finance"is"important"to"businesses" for" two" reasons," firstly" because" it" boosts" demand" and" secondly" for"general"operating"purposes.""
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Subconclusion:(The"previous"chapter"was"a"literature"review"exploring"the"existing"literature"on"financialization."It"was"argued"that"this"revolves"around"an"American"context"but"should"be"the"basis"for"the"examination"of"the"same"trend"in"the"Eurozone."It"also"explained"the"ideas"and"developments"behind"financialization"as"well"as"providSing"a"firm"definition"of"financialization;"as"the"increase"in"size"and"significance"of"finance,"with" direct" effects" on" the" real" economy" related" to" the" recent" financial"crisis.""The"literature"resulted"in"an"operationalization"of"the"concept"into"five"measureSable" indicators,"which"can"be"examined"comparatively"between" the"US"and"EU."Lastly,"theoretical"notions"of"the"problems"and"consequences"of"financialization"were"also"gathered."These"were"boiled"down"to"the"general"assumptions"that;"1)"aggregate"demand"is"negatively"affected"and"2)"that"access"to"finance"is"imperaStive"to"economic"growth."These"notions"will" later"be"empirically"tested"to"see"if"they"comply"with"the"possible"financialization"of"the"Eurozone."We"dedicate"the"next"chapters"to"do"exactly"that;" first" testing"our"five" indicators"to"determine" if"the"economy"has"been"financialized"and"second"to"test"whether"or"not"the"same"consequences"we"have"observed"in"the"US"holds"true"in"the"EU.""" "
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Part(2:(Financialization(in(Europe:(measuring(the(phenomenon(In" the" following," empirical" data" supporting" the" five" indicators" of" the" previous"chapter"is"presented.""It"is"once"again"worth"emphasizing"that"this"will"be"done"in"a" comparative" fashion," continually" comparing" figures" from" the" Eurozone" with"corresponding"ones"from"the"US."We"do"this"to"establish"the"degree"to"which"the"Eurozone"has"become"financialized."By"comparing"to"the"US"we"also"identify"areSas"where"the"Eurozone"differs."As"the"applied"theories,"from"the"chapter"above,"are"usually"empirically"based"in"the"US,"this"will"naturally"impact"how"these"can"later"be"applied"to"the"Eurozone."""
Indicator(#1:(DebtClevels(The" first" presented" indicator" is" debt" for" the" nonSfinancial" corporate" sector,"households,"and"the"financial"sector."Below"we"explore"the"development"in"debtSlevels"across"these"sectors.""
Table(2(I(EU(&(US(Private(DebtIlevels(
Year( EU17(
GDP(
growth( in(
%( per( anC
num(
EU17( Private(
debt( growth(
per( annum(
(households(
and( nonC
financial( secC
tor),((
EU17(AccumuC
lated( GDP(
growth(in(%((
EU17(
AccumuC
lated(
private(
debt(in(%(
of(GDP(
US(
priC
vate(
debt(
in( %(
of(
GDP(
2002( 0,9$ 2,8$ 0,9$ 110,2$ 188,2$
2003( 0,7$ 2,9$ 1,6$ 113,5$ 188,5$
2004( 2,2$ 4,1$ 3,8$ 118,2$ 192,2$
2005( 1,7$ 8,5$ 5,5$ 128,2$ 198,3$
2006( 3,3$ 6,2$ 8,8$ 136,2$ 204,4$
2007( 3$ 6,2$ 11,8$ 144,6$ 212,0$
2008( 0,4$ 16$ 12,2$ 167,9$ 212,2$
2009( -4,4$ 5,7$ 7,8$ 177,5$ 212,9$
2010( 2$ -1,2$ 9,8$ 174$ 204,2$
2011( 1,6$ -1,1$ 11,4$ 172,6$ 198,7$
2012( -0,7$ -1,1$ 10,7$ 171$ 192,9$
Avereage( growth( per(
year(2002C2007(
2,0$ 5,1$ -$ -$ -$
Average( per( year(
2002C12((
1,0$ 4,5$ -$ -$ -$
Accumulated( Change(
as(%(of(GDP(
$$ $$ 10,70%$ 49%$ 2,40%$
Source:(OECD(
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Private(sector(debt:(Looking"at"Table"2,"the"developments"of"private"sector"debt"in"the"Eurozone"can"be"seen"and"compared"to"the"real"GDP"growth"and"private"debt"levels"of"the"US."When"looking"at"the"figures,"the"first"thing"that"strikes"is"that"while"the"average"GDP"growth"for"the"Eurozone"has"been"rather"a"moderate"1"%"per"year"for"the"last"decade"the"private"sector"debt"has"grown"by"4,45"%"a"year."This"shows"us"that"the"debt"of"Eurozone"households"and"companies"has"risen"beyond"the"rise"in"real"output"of"the"Eurozone"economy"and"confirm"a"gradual"shift"towards"a"more"enhanced" dependency" on" borrowing" and" thereby" on" the" financial" sector." Even"though"a"yearly"difference"of"3,45"%"may"not"look"like"much"on"its"own,"turning"to"the"accumulated"difference"over"ten"years"shows"a"clear"trend."While"the"accumulated"GDP"growth"for"the"EU17"has"risen"by"10,70"%,"private"sector"debt"has"risen"by"49"%"in"the"same"period,"which"further"strengthens"the"image"of"vast"debt"increases"in"the"Eurozone"and"is"a"good"indication"of"a"certain"element" of" financialization." The" third" and" critical" comparative" observation"we"can"derive"from"Table"2is"revealed"when"we"compare"the"private"sector"debt"of"the"EU17"and"the"US."Looking"at"year"2002"we"find"US"debt"considerably"higher"than"that"of" the"Eurozone."However"only"a"decade" later,"Eurozone"private"debt"has"elevated"and"is"now"at"a"171%"of"GDP,"close"to"the"US"that"has"a"private"debt"level"of"192,9%.""The" level"of"private"debt"alone"cannot"determine"whether"or"not" the"Eurozone"has"undergone"the"development"of"financialization,"as"it"is"a"multiSfacetted"term."However,"one"thing"that"can"be"determined"from"Table"2"is"that"private"debt"has"risen"explosively"in"the"Eurozone"and"has"led"to"a"higher"level"of"interdependenScy"between"the"real"economy"and"the"financial"sector.""
(""""""
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NonIfinancial(sector(debt:(Now"that"we"have"established"that"private"sector"debt"in"general"has"risen,"focus"is"now"turned"towards"the"businesses"and"enterprises,"the"nonSfinancial"sector,"which"comprises"the"real"economy"of"the"Eurozone.""
Table(3(I(EU(&(US(NonIfinancial(sector(debt(
Time( EU17(GDP(
Growth(in(%(
per(year((
EU17( NonC
financial( sector(
debt(as(%(of(GDP(
Annual( growth(
as(%(of(GDP(
US( nonCfinancial(
corporations(debt(in(
%(of(GDP(
2000( 0$ 91,9$ 0$ 113,3$
2001( 2$ 85,2$ -6,7$ $$
2002( 0,9$ 81,3$ -4,6$ $$
2003( 0,7$ 84,0$ 3,3$ $$
2004( 2,2$ 88,6$ 5,4$ $$
2005( 1,7$ 92,4$ 4,2$ $$
2006( 3,3$ 102,3$ 10$ $$
2007( 3$ 107,3$ 4,8$ 116,5$
Accumulated(
growth( in( %(
of( GDP( from(
2000C07(
13,8$ 16,4$ 16,4$ 3,2$
Source:(Eurostat,(OECD(Economic(outlook(2012,(1$""Comparing"GDP"growth"to"nonSfinancial"sector"debt"as"%"of"GDP"reveals"a"delevSeraging"by"companies"in"the"early"year"of"the"EMU"and"a"16,4%"increase"in"nonSfinancial"sector"debt"from"2000S07."However"if"we"turn"our"attention"to"the"periSod" 2003S07"we" see" a" 27,7"%" increase" in" nonSfinancial" sector" debt" in" only" five"years"with"debt"level"going"from"81,3%"to"107,3%.""These"figures"of"debt"of"the"nonSfinancial"sector"of"the"Eurozone"must"be"further"compared"to"the"ones"for"the"US."Once"again"the"EU17"figures"are"compared"to"US"figures"and"once"again"it"is"found"that,"while"the"debt"of"the"nonSfinancial"secStor"was"at"a"relatively"high"level"in"2000"it"was"still"below"that"of"the"US."HowevSer"that"picture"changed"considerably"over"the"next"seven"years"showing"a"rapid"debt"enlargement"while"the"US"nonSfinancial"debt"stagnated"at"an"allStime"high."Following"this"comparative"analysis"we"find"that"the"nonSfinancial"debt"levels"of"the"EU17"and"the"US"have"become"increasingly"similar"since"the"creation"of"the"
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EMU."This"is"to"the"extent"that"it"can"be"claimed"that"the"level"of"interdependence"between"business"and"banks"has"risen"to"a"level"where"the"development"can"be"ascribed"to"be"an"element"of"financialization.""
Financial(sector(debt:((In"Table"4"the"financial"sector"debt"of"the"EU17"is"alongside"that"of"the"US"in"orSder"to"establish"the"level"of"resemblance"between"the"two"economies"
Table(4(I(Financial(Sector(Corporations(debtItoIGDP(ratio(
Year( EU17(( US(
2000( 269,1$ 294,1$
2005( $$ 328$
2007( 365,4$ 333,9$
2011( 381,7$ 308,1$
Gross( debt( Growth( from(
2000C07(
35,6$ 13,5$
Gross( debt( Growth( from(
2000C11(
41,9$ 4,8$
Source:(OECD,(Economic(Outlook(2012,(Issue(1("Like"in"the"previous"figures,"the"debt"level"of"the"financial"sector"is"lower"in"2000"than" in" the"US."However" this"picture" is" turned"upside"down"thanks" to"a"35,6%"growth"in"the"average"size"of"the"financial"sector"in"the"Eurozone"between"2000S07"where"it"surpasses"the"US"in"size."This"means"that"the"financial"sector"in"the"Eurozone" is" now" considerably" larger" than" the" American" and" continues" to" pull"away"from"that"of"the"US."""To"sum"up,"what"can"be"said"about"the"figures"in"the"tables"above,"is"that"the"deSvelopments" in"debt" levels"since" the"2000" in"both" the"private,"nonSfinancial"and"financial"sector"cements" that" financialization"has" truly"made" its"way"across" the"Atlantic.""" (
22""
Indicator(#2:(Financial(sector(size(to(GDP((As"presented"in"the"beginning"of"this"chapter"financialization"is"a"term"developed"for" the"US"economy"covering" the"process"by"which" the" financial" sector"has"beScome"increasingly" important"to"and"entangled" in"the"real"economy"through"the"last" three" decades." Therefore," the" financialization" of" the" Eurozone" cannot" be"claimed" if" the" financial" sector"of" the"EU17"does"not" resemble" that"of" the"US" in"activity"and"size."""This"indicator"examines"the"‘financial"depth’"of"the"economy"empirically."
“Financial$depth$captures$the$financial$sector$relative$to$the$economy.$It$is$the$size$
of$banks,$other$financial$institutions,$and$financial$markets$in$a$country,$taken$to<
gether$and$compared$to$a$measure$of$economic$output”,"(World"Bank"–"Fianncial$
Depth.)""
Figure(2(I(US(Financial(sector(assets(to(GDP(ratio(
"Figure"2"and"Figure"3"show"the"development"in"financial"sector"assets"for"the"US"and"for" the"Eurozone."The"assets"presented" include,"among"other"things,"banks"loans"to" the"private"sector." In" this"way," the" figure"above"basically"shows"the" fiSnancialization" of" the" US" since" the" late" 1970s" from"where" the" graph" begins" an"upward"trend."Because"of"insufficient"data,"the"same"development"for"the"EuroSzone"could"only"be"tracked"from"2001,"which"is"why"the"comparison"starts"from"this"year." It"must"also"be"noted"that" the"graph" is"only" for"EA9"countries,"which"are"the"countries"defined"in"this"report"as"the"core"and"the"periphery"of"the"EuS
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Source:"OECD""
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rozone." The" core" countries" include:" Belgium," France," Germany," Netherlands,"while"the"periphery"countries"include:"Greece,"Ireland,"Italy,","Portugal"and"Spain.""The"Eurozone"development"has"overtaken"the"US."This"reflects"in"part"the"more"marketSbased"nature"of"the"U.S."financial"system"(ibid)."This"is"further"elaborated"on"when"exploring"indicator"#4.""However,"as"evident"in"Figure"3,"it"also"supports"the"overall"view"that"financialiSzation"increased"in"pace"in"the"Eurozone"up"until"the"financial"crisis,"where"the"graph"takes"a"downwards"fall"again."It"also"supports"indicator"#4,"claiming"that"the"private"sector"is"more"reliant"of"bank"funding"than"the"U.S.""
Figure(3(I(Financial(Sector(Assets,(EU(&(US(Comparison(
"
Indicator(#3:(Growth(in(financial(sector(assets(compared(to(GDP(The" third" indicator" is" closely" linked" to" the"second,"namely," that" the"value"of" fiSnancial" assets" grows" faster" than" the" real" economy." The" argument" is," as" menStioned," quite" straightforward." The" financial" markets" gradually" extract" a" larger"share"of"the"profits"from"the"nonSfinancial"corporations."Crotty"(2005)"argue"that"especially" publicly" traded" companies" fall" victim" to" this" trend," as" they" are" exSpected"to"pay"out"dividend"on"a"regular"basis"to"avoid"taking"a"hit"on"their"valuaStion"on"the"stock"market.""
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Figure(4(I(US(Financial(Sector(AssetI(and(GDP(Growth(
"Shown"above" is" the"development" in"GDP" and" assets" held" by" financial" corporaStions"in"the"US."Quite"clearly," in"the"beginning"of"the"1980’s"the"financial"sector"began"outpacing"the"total"economy"in"growth."This"image"quite"naturally"mirrors"the"evolution"in"the"economy"described"by"Crotty"(2005),"namely"that"financial"corporations"have"been"growing"faster"than"the"real"economy.""As"mentioned" in" the"previous" indicator,"OECD"does"not"have"data"available" for"the"entire"Eurozone,"but" luckily"do"have"data"on"our"periphery"and"core"group"(EA9)"as"defines"above.""
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Figure(5(I(Financial(Sector(AssetI(and(GDP(Growth(index((2001(basis)(
"As" data" to" show" the" earlier" development" is" not" retrievable," the" same" 11Syear"timespan"for"the"US"and"EU9"economy"is"compared."Clearly,"as"was"the"case"with"debtSlevels," the" sample"of" the"Eurozone"has"been"playing"catchSup"with" the"US"with"regard"to"assets"in"the"financial"sector"compared"to"GDP."The"trend"is"much"the"same,"whereas"the"US"has"been"on"the"trail"of"financialization"for"a"decade"or"two"before"the"phenomenon"hit"the"Eurozone,"both"the"core"and"periphery"of"the"Eurozone"has"seen"its"financial"sectors"grow"increasingly"fast."""Within"the"chosen"sample"group"further"deviance"can"be"seen."This"is"illustrated"in"Figure"6.""
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Figure(6(I(Financial(Sector(AssetI(and(GDP(Growth(in(Core(&(Periphery(
"Whereas"the"rapid"growth"flattens"somewhat"after"2007"for"both"groups"of"counStries,"the"growth"in"the"periphery"has"outpaced"that"of"the"core"dramatically"up"until"that"point.""
Indicator(#4:(Financial(structure((The"financialization"of"the"U.S"and"the"Eurozone"does"have"differences."Especially"in"what"could"be"termed"the"financial"structure"of"these"two"areas."This"structure"basically"means" to" describe" from"where" the" nonSfinancial" corporate" sector" reStrieves" finance."The"banks’" role"as" the"primary" financial" intermediary,"channelSling"excess" capital" towards" the"needing"nonSfinancial" corporate" sector," is"quite"large"in"the"Eurozone"in"comparison"with"other"large"economies"(CourSThimann"&"Winkler"2012:"768)."In"the"Eurozone"the"banks"provide"more"than"70"%"of"the"external" financing" (financing" other" than" by" retained" earnings)" of" the" nonSfinancial"corporate"sector,"whereas"the"remaining"≈"30"%"descends"from"the"fiSnancial"markets"or"other"kinds"of"funding."As"the"graph"below"shows,"this"picture"is"nearly"completely"opposite"for"the"financial"structure"in"the"U.S."""
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Figure(7(I(Funding(of(the(nonIfinancial(corporate(sector(in(the(EZ(and(US((Share(in(Consolidated(debt(
outstanding(in(Q1I2012)(
"This"picture"is"stressing"the"importance,"in"the"Eurozone,"of"monetary"policy,"the"transmission"of"it,"as"well"as"other"policies"directed"at"creating"incentives"for"the"banking" sector" to"maintain" lending." This" is" simply" because" so"many" European"firms"relies"on"banks"in"terms"of"funding.""The"difference"between"the"US"and"Europe"(however"with"Germany"as"the"speScific" representative"of"Europe),"has"been" referred" to" as" the"difference"between"having"a" stakeholder" rather" than"a"shareholder"model"of" capitalism"(Meyerson"2009)." Here" it" is" stated" that" the" reason"why"manufacturing" still" dominates" fiSnance,"as"well"as"why"Germany"has"been"the"world’s"leader"in"export,"is"actually"because"of"the"fact"that"its"companies"is"funded"by"banks"and"retained"earnings,"rather"than"from"the"market"(Meyerson"2009)."""
Source:$Cour<Thimann$2013$
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Indicator(#5:(Decoupling(of(Productivity(and(Wage(growth(The" fifth" indicator" to" financialization" is"a"rather"dire"development,"namely" that"income"inequality"increases."(Palley,"2013)"Palley"(2013)"touches"upon"the"subSject" and" theorizes" on" why" exactly" financialization" is" connected"with" rising" inScome" inequality." To" emphasize" his" point" we" draw" upon" factors" presented" by"Stiglitz"(2012)"and"Krugman"(2013)."""According"to"the"theory"of"financialization,"one"reason"for"the"slowing"aggregate"demand"in"the"US"economy"is"the"rising"levels"of"income"inequality"and"distribuStion"of"wealth"in"the"economy."This"had"been"achieved"through"a"decoupling"of"productivity"gains"from"wage"developments"thereby"transporting"the"increase"in"wealth"to"the"top"10%"of"US"households."This"has"a"slowing"effect"on"consumpStion" as" highSincome" households" save" more" of" their" income" than" lowSincome"households"who"spend"it"all,"(Stiglitz,"2012).""We" will" examine" three" parameters" in" our" comparative" analysis" to" determine"whether" the"Eurozone"has"experienced" the" same" level"of" financialization" in" inScome"distribution"and"equality"developments"as"the"US."
- The"GINI"Coefficient,"which"measures"the"general"distribution"of"wealth"in"a"country""
- Income" distribution" between" top" and" bottom" households" –" to" establish"the"distribution"of"income"
- Wage"and"productivity"developments" –" to" establish"wage"developments"and"the"dividing"of"productivity"gains.""The"World"Bank,"Eurostat," and"national"governments" calculate" the"GINI"CoeffiScient." It" shows" the" general" developments" regarding" the"distribution"of" a" counStry’s" wealth." This" will" therefore" provide" a" general" impression" of" the" developSments"in"the"Eurozone"compared"to"the"US."The"latest"GINI"data,"from"2010,"on"the"US"calculated"the"countrywide"GINI"coefSficient"to"be"46,7"(Bee"2012)"When"we"compare"this"number"with"those"of"the"Eurozone"member"states"preSsented"in"Figure"8"we"find"that"the"general"inequality"is"far"larger"in"the"US"than"in"the"Eurozone.""
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Figure(8(I(GINI(Coefficient(for(Select(Eurozone(Member(States((Scale:(0I100)(
"There"is"considerable"divergence"across"the"Eurozone"and"there"has"been"rising"income" inequality" in"both" Italy,"Greece" and"most"noticeably" in"Germany" in" the"build"up" to" the" crisis." If" the" countries" are"divided" into" core"and"periphery" it" is"found"that"Germany,"Belgium,"France"and"the"Netherlands"have"the"lowest"GINI"coefficient" while" Portugal," Greece," Spain," Ireland" and" Italy" score" considerably"higher."That"being"said" the"GINI"coefficient"number" tell"us" that" level"of" income"equality" has" not" shifted" dramatically" in" any" direction" from" the" creation" of" the"EMU,"except"for"Germany,"and"is"not"anywhere"near"that"of"the"US.""When"the"distribution"of"income"between"top"and"bottom"households"in"the"EuSrozone" is" examined" deeper" and" compared"with" that" of" the" US," the" results" are"similar."In"2012"the"US"share"of"total" income"held"by"the"top"1%"of"households"was"19,3%"and"the"top"10"%"held"48,2"%,"(Wiseman"2013)."When"looking"at"FigSure"9"it"is"clear"that"none"of"the"EU17"member"states"match"this"level"of"diversifiScation"of"income"but"that"there"are"differences"across"the"Eurozone."""
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Figure(9(I(Diversification(of(Income(
"According"to"Thomas"Palley"(2013)"there"has"been"a"decoupling"of"productivity"increases" and" wages." From" a" Keynesian" perspective" the" driving" force" of" any"economy" is" the"demand" for"products"and" that"demand"comes" from"the" income"earned" from" producing" a" commodity." Demand" therefore" makes" wages" and"productivity"connected"at"the"hip"because"if"wage"stagnated"so"does"demand"for"products" and" thereby" the" incentive" to" invest" and" enhance" productivity." It" is"therefore" important" that" the"gains" from"enhanced"productivity"result" in"higher"wages"in"order"to"keep"the"economy"growing"(Palley"2013)."But"in"the"US"wages"have" stagnated" since" the"1980’s"while"productivity" continued" to" increase."This"has" led" to" a" demand" gap" that" has" been" filled" up" by" offering" consumer" credit,"which"has"resulted"in"the"high"private"debt"levels"that"experienced"now.""When"we" look" at" the" last" parameter," wage" developments" and" productivity" inScreases,"we"find"that"there"has"not"been"a"decoupling"of"wages"and"productivity"in"most" of" the" countries" in" the" Eurozone." If" anything,"wages" seem" to" have" inScreased"more" than" productivity" especially" in" Greece," Spain," Italy" and" Portugal"whereas"every"country"but"Germany"have"had"higher"wage"developments" than"productivity"increases."Germany"does"however"resemble"the"US,"as"the"wage"inS
Source:"European$Commission,$2013$
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crease"over"the"period"was"almost"0"(0,2)"while"productivity"raised"a"moderate"11,30."
Table(5(–(Wage(&(Productivity(development("" 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 
Belgium 2,3$ 1,9$ 4,1$ 4,7$ 6,5$ 5,0$ 5,9$ 7,9$ 5,6$ 8,7$
Produc. -2,6$ -1,3$ -0,1$ 3,8$ 3,1$ 4,6$ 6,2$ 4,9$ 3,4$ 5,1$
Germany  1,8$ 2,3$ 3,0$ 3,7$ 1,7$ -0,2$ -0,7$ -2,1$ -2,5$ 0,2$
Produc. 2,5$ 3,9$ 4,8$ 5,6$ 6,8$ 10,4$ 12,1$ 12,0$ 9,5$ 11,3$
Ireland 3,2$ 8,7$ 10,7$ 13,7$ 16,9$ 21,4$ 24,5$ 26,1$ 28,0$ 28,6$
Produc. 2,4$ 7,2$ 10,8$ 11,9$ 13,7$ 15,2$ 17,6$ 18,6$ 25,3$ 28,6$
Greece 3,5$ 5,3$ 15,2$ 19,2$ 22,7$ 23,0$ 20,6$ 26,4$ 28,0$ 31,6$
Produc. 4,0$ 5,7$ 10,6$ 13,5$ 14,8$ 19,7$ 23,2$ 26,1$ 21,1$ 17,7$
Spain -0,1$ 1,3$ 1,7$ 2,9$ 3,1$ 4,2$ 5,1$ 8,2$ 9,3$ 15,1$
Produc. 0,1$ 0,5$ 1,2$ 1,7$ 2,3$ 3,2$ 4,5$ 5,2$ 7,7$ 9,7$
France 3,4$ 5,1$ 9,5$ 10,4$ 9,6$ 11,0$ 13,9$ 13,8$ 13,0$ 14,3$
Produc. 0,9$ 3,9$ 4,9$ 5,4$ 6,9$ 9,8$ 9,9$ 8,9$ 8,3$ 9,6$
Italy 0,4$ 2,6$ 3,5$ 3,4$ 4,2$ 6,6$ 7,2$ 7,7$ 8,0$ 9,8$
Produc. 0,8$ 0,2$ -1,0$ 0,3$ 1,1$ 1,5$ 1,8$ 1,1$ -1,1$ 1,2$
Netherlands 2,8$ 3,7$ 5,4$ 7,2$ 9,0$ 8,8$ 9,3$ 11,5$ 13,4$ 14,6$
Produc. 0,6$ 1,3$ 2,6$ 5,8$ 7,8$ 9,5$ 11,1$ 12,1$ 9,7$ 11,8$
Portugal 6,3$ 6,3$ 7,6$ 8,1$ 8,8$ 12,0$ 12,2$ 13,8$ 14,9$ 20,4$
Produc. -0,1$ 0,2$ 1,3$ 1,7$ 3,5$ 4,1$ 8,2$ 6,7$ 7,8$ 11,0$
Source:(Commission(2014;(Eurostat;(OECD(When"it"comes"to"income"inequality,"the"Eurozone"has"not"reached"the"same"levSels"as"the"US"and"we"can"therefore"not"claim"that"this"feature"of"financialization"in"the"US"has"evolved"in"the"Eurozone."Furthermore"there"is"no"resemblance"in"the"decoupling"of"wages"and"productivity"developments"of" the"US" in" the"EuroSzone," except" in" Germany," which" strengthens" this" conclusion." On" the" contrary,"there"has"been"greater"wageS"than"productivity"growth"in"many"of"the"Eurozone"countries,"which" does" go" against" the" basic"Keynesian"model" of" demand"where"wages" only" rise" as" a" product" of" increased" productivity." In" essence," something"other"than"productivity"must"be"driving"the"wage"growth"in"the"Eurozone."" (
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Sub(conclusion:(The"previous"chapter"measured"the"financialization"of"the"Eurozone"compared"to"the" US" by" using" five" relevant" indicators." It"was" found" that" financialization" has"occurred"in"the"Eurozone"with"increasing"levels"of"debt"for"households"and"nonSfinancial"corporations."Likewise"it"was"shown"that"the"assets"of"financial"instituStions"had"also"risen"significantly"in"recent"years."It"was"however"determined"that"the" financial" structure" is" quite" different" in" the" Eurozone" where" nonSfinancial"corporations"retrieve"funding"mostly"from"banks"whereas"this"is"provided"from"financial"markets"and"other"kinds"of"funding"in"the"US."In"other"words,"the"banks’"role"as"a" financial" intermediary" is"correspondingly" larger" in" the"Eurozone."FurSther" differences" were" discovered" related" to" income" inequality" and" the" decouSpling"of"wages"and"productivity."The"Eurozone"has"not"reached"the"same"levels"for"income"inequality"as"the"US"and"there"is"no"resemblance"in"the"decoupling"of"wages"and"productivity"developments"in"the"Eurozone"as"in"the"US."Another"imSportant"observation"we"can"extract" from"the"data" is," that"the"financialization"of"the"Eurozone"economy"has"happened"later"but"faster"than"in"the"US."In"essence,"similar" sequences" of" events" (especially" with" regards" to" debtSlevels)" have" ocScurred"in"the"Eurozone,"though"at"a"different"time"and,"as"mentioned,"a"lot"quickSer."""""" (
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Part(3:(Impact(of(financialization(on(the(economy(
Introduction(Having"established"that"financialization"has"made"its"way"across"the"Atlantic"its"impact"on"the"real"economy"in"the"Eurozone"post"2008"will"be"analysed."To"asSsess"what"the"consequences"of"financialization"is"for"the"real"economy"the"most"pressing"issues"for"small"and"medium"sized"enterprises"(SME’s)"in"the"Eurozone"is"analysed."According"to"the"latest"survey"on"the"Access"to"finance"published"by"the"European"Central"bank"with"six"month"intervals"the"most"pressing"issues"for"SME’s"first"finding"costumer"and"second,"the"access"to"finance,"(ECB,"2014).""In" summation," this" chapter" will" investigate" whether" demand," and" thereby" the"challenge"with" finding" customers" for" SMEs," has" been" impacted"by" financializaStion."""
Why(SME’s?$As"mentioned"earlier"we"use"SMEs"as"a"sort"of"representative"for"the"real"econoSmy,"we"do"this"for"several"reasons.""Firstly," 99%" of" the" businesses" in" the" European" Union" are" small" and" medium"sized" enterprises" and" provide" around" 70%" of" private" sector" employment" and"more"than"half"of" the" total"value"added"created"by"businesses" in" the"EU." “SMEs$
are$ the$ true$back<bone$of$ the$European$economy,$being$primarily$responsible$ for$
wealth$ and$ economic$ growth,$ next$ to$ their$ key$ role$ in$ innovation”$ (Commission"2014).$These"are"some"of"the"reasons"why"SMEs"are"used"as"a"representative"for"the"real"economy"and"for"the"assessment"of"the"impact"of"financialization"in"the"Eurozone.""
Part(3.0:(Impact(on(demand(We"begin"by"taking"a"closer"look"at"the"first"argument"related"to"demand,"namely"that"the"financial"sector"has"continually"extracted"a"larger"share"of"income"from"nonSfinancial"corporations"Crotty"(2005)"argues"that,"in"the"US"at"least,"this"has"led"to"somewhat"of"a"paradox."Enterprises"are"expected"to"show"healthy"positive"
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growth" rates" quarter" after" quarter," even" if" growth" in" the" general" economy" is"stagnating.""
Figure(10(I(Annual(Average(GDP(Growth(Rate(
"In"Figure"10"it"is"evident"that"for"the"past"18"years"the"growth"rate"in"both"the"US"and"Eurozone"have"been"declining"steadily."The"trend"does"mask"some"volatility"in"the"growth"rate"related"to"regular"economic"cycles,"but"are"still"rather"clearly"on"a"downward"trajectory."As"is"evident,"the"GDP"growth"has," in"neither"the"US"nor"the"Eurozone,"been"consistently"at"more"than"3"%"since"the"introduction"of"the"single"currency."""Yet"and"still,"as"direct"pressure"from"investors"and"indeed"the"logic"of"the"finanScial"sector"has"slowly"but"surely"increased"its"influence"in"the"nonSfinancial"corSporate"sector,"enterprises,"have"still"been"striding"to"grow"at"a"decent"pace."This"has"shifted"the"dynamics"of"businesses,"at"least"in"the"US,"as"they"have"resorted"to" three"new"strategies" to"meet" their" targets." 1)"Cutting"wages" and"benefits" to"workers,"2)"moved"into"financial"operations"to"increase"profits"and"3)"even"taken"part" in" fraudulent"practice" to"boost" the"perception"of"profits" (Epstein,"2005:"p."7)."In"the"context"of"demand,"wage"pressure"is"of"special"interest,"as"it"has"a"diSrect"impact"on"the"ability"of"households"to"spend"money."As"shown"in"the"precedSing" figure," the" first" condition" for" the" type" of" negative" impact" on" demand" deS
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scribed"by"Palley"(2013)"and"Crotty"(2005)"is"in"place,"namely"that"GDP"growth"is"stagnating."""As"shown"in"the"empirical"test"of"indicator"#"3,"the"financial"sector"also"appear"to"be"growing"significantly"faster"than"the"real"economy,"hinting"that"the"financial"sector" has" been" extracting" an" increasing" share" of" the" economy." To" emphasize"this"the"flow"of"funds"account"is"examined,"more"specifically"the"amount"of"interSest"households"and"nonSfinancial"corporations"pay"to"the"financial"sector."As"was"showed"in"context"of" indicator"#"1"debtSlevels"have"been"rising"considerably"in"both" households" and" the" nonSfinancial" corporate" sector." As" a" consequence"households"and"the"nonSfinancial"corporate"sector"alike"pay"an"increasing"nomiSnal" amount" in" interest" payments." The"development" is" illustrated" in" the" figures"below:"
Figure(11(I(Interest(Payments,(Current(Prices(in(Million(€(
Unfortunately,"the"ECB"only"began"to"report"these"figures"in"1999,"but"it"shows"that" interest" payments," especially" leading" up" to" the" crisis" did" indeed" increase,"both"for"households"and"in"the"nonSfinancial"corporate"sector.""The"ECB"explains"the"rise"in"debtSlevels"by"the"historically"low"interest"rates"since"the"1990’s"and"a"wave"of"acquisitions"and"mergers."This"was"published"in"2009"and"it"is"also"notSed"that"the"nonSfinancial"corporate"sector"may"be"increasingly"vulnerable"to"an"external"shock"as"a"result"of"the"indebtedness"(Duc"&"Breton"2009)."
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Interest"payments"naturally" correspond" to" the"debtSlevel" and" the" rise" is" thereSfore"foreseeable,"if"not"that"great."Also,"when"adjusting"for"inflation"the"interest"payments"for"households"and"nonSfinancial"corporations"did"not"increase"signifiScantly,"mostly"due" to" the" very" low" interest" rates." Even" if" the" leverage" ratio" inScreased,"the"real"interest"cost"of"the"leverage"ratio"was"negligible"until"the"crisis"began"unfolding"(Duc"&"Breton"2009).""According"to"the"theory,"financialization"of"the"economy"would"lead"to"depressSing"wageSgrowth"as" companies" seek" to"grow" faster" than" the" real" economy."AcScording" to" Epstein" (2005)," Crotty" (2005)" and" Palley" (2013)" this" has" been" the"outcome"in"the"US"economy,"but"when"the"data"is"examined"in"the"context"of"the"Eurozone,"it"does"not"appear"as"straight"forward."(
Figure(12(I(Labour(Cost(Index,(Annual(Change(&(Average(
"In" the" figure" above" is" the" averaged" wage" increase" in" the" core" and" periphery"countries,"and"as"is"evident,"the"wageSdevelopment"in"the"periphery"has"actually"been"rising" in" the"years"preceding" the"unfolding"of" the"sovereign"debt"crisis" in"late"2010."Actually,"the"only"country"with"a"rather"depressing"wageSdevelopment"is" Germany." Wages" in" Germany" has" been" growing" at" a" persistently" low" pace"compared"to"almost"all"other"Eurozone"countries"(Eurostat)."Essentially,"if"finanScialization"has"impacted"demand"directly"through"wage"setting,"this"can"only"be"
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true" for" Germany," where" wages" has" been" stagnating" and" for" periods" wage"growth"has"even"been"outpaced"by"inflation"(Lapavitsas"et"al"2012).""Indeed,"the"paradox"presented"by"Crotty"(2005),"namely"that"financialization"has"led" the"nonSfinancial" corporate" sector" to"pressure"wages" in" an" attempt" to" stay"competitive" and" keep" relatively" high" growth" rates" in" the" face" of" falling" GDPSgrowth" seems" to"be"untrue" in" the"Eurozone." In" stead,"wages"has" actually"been"increasing." Logically," when" wages" increase" so" should" consumption," as" people"with"more"money"to"spend"usually"choose"to"turn"that"at" least"part"of"that"surSplus"into"spending."The"data"does"indeed"support"this"sentiment.""
Figure(13(I(Nominal(Household(Consumption(Index(
"In"the"figure"above"the"nominal"household"consumption"in"current"prices" is" inSdexed"with"a"constant"basisSyear"in"1999."It"shows"that"consumption,"especially"in" the" periphery" has" been" growing" quite" steadily" up" until" the" crisis." OECD"did"unfortunately" not" have" data" on"Greece," but" household" consumption"did" follow"the"same"trend"in"Greece"as"well"(Lapavitsas"et"al,"2012:"17S18)"""The" development" in" Germany" has" been" remarkably" flat," and," on" average," the"business"cycle"seems"to"be"more"outspoken"in"periphery"countries"than"in"core"countries."The"story"of"a"steady"depression"of"wages"and" thereby"consumption"told"by"Crotty" (2005)"and"Epstein" (2005)"does"not" seem"to"be"mirrored" in" the"Eurozone."On"the"contrary,"the"data"tells"a"story"of"volatility."With"regards"to"laS
Germany"
Ireland"
Spain"
Core"Avg."
Periphery"Avg."(Excl."Greece)""
100%"
120%"
140%"
160%"
180%"
200%"
220%"
1999"2000"2001"2002"2003"2004"2005"2006" 2007"2008" 2009"2010"2011"2012"
Source:"OECD"
38""
bour"compensation,"and"consumption"patterns"alike" the"periphery"differs" from"the"core"by"having"more"volatile"movements"in"all"sets"of"data."Also,"when"lookSing"back"at"the"empirical"study"of"the"indicators"on"financialization,"the"EU"and"indeed"Eurozone"is"characterized"by"a"later"but"more"steep"increase"in"debt"levSels"across"the"board."It"thusly"seems"as"if"financialization"has"not"shown"itself"by"sending"the"Eurozone"on"a"steady"economic"decline"but"rather"by"amplifying"the"economic"cycles.""To" explain" the" role" of" finance" in" this" scenario" we" need" to" look" at" the" intraSEurozone"macroeconomic"development"in"the"years"preceding"the"crisis."
Finance(and(the(bubble(Until" the" crisis," the"debtors"were" the" ‘winners’." In"order" to" accumulate" so" vast"amounts"of"debt"in"a"relatively"short"timespan,"finance"has"to"play"an"important"role."According"to,"among"others,"Krugman"(2013),"Lapavitsas"et.al" (2012)," JesSpersen"(2012)"and"even"official"EU"sources"(2013S2014"Budget"Plan,"20121)"the"regional"differences"can"be,"partly"at"least,"explained"by"financial"flows."""In"the"years"leading"up"to"the"crisis"beginning"in"2008,"the"perceived"risk"of"the"countries"within"the"Eurozone"was"not"significantly"divergent."This"is"illustrated"in"the"Figure"14.""
""""""""""""""""""""""""""""""""""""""""""""""""""""""""1"The" budget" plan" implemented" in" Spain" as" part" of" their" macroSeconomic" readjustment" proSgramme"as"conditionality"attached"to"the"financial"assistance"from"the"European"Stability"MechSanism."
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Figure(14(I(Long(Term(Government(Bond(Yields(
"Figure"14" shows" the" yield" on" select" government"bonds."As" is" shown," upon" the"creation"of"the"Eurozone,"the"risk"premium"attached"to"debt"in"Spain"and"Greece"compared"to"Germany"and"the"Netherlands"vanished."Essentially,"borrowing"beScame"a"lot"cheaper"for"governments,"companies"and"households"alike"in"the"peSriphery"almost"overnight."With"such"a"drop" in"the"cost"of"borrowing," increased"demand"usually" follows" (Krugman,"2013:"p."174)."This" is"also" true" in" this" case."The"full"argument"in"this"relation"will"be"presented"below.""The" figures" presented" in" the" preceding" section," concerning" labour" cost" and"household"consumption,"only"reveal"part"of"the"picture."The"important"countries"remain"the"same"though,"the"core"and"periphery"has"acted"in"very"different"ways,"whether"consciously"or"not,"to"the"very"low"interest"rates"suddenly"made"availaSble"due"to"the"common"currency."As"mentioned,"Lapavitsas"et.al"(2012),"JesperSsen" (2012)" and" Krugman" (2013)" agree" that" dynamics" in" competitiveness" fosStered"the"imbalances"leading"to"the"high"debt"levels."To"check"this"argument"we"need"to"look"at"more"than"just"wage"inflation,"starting"with"price"inflation."
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Figure(15(I(Average(HICP(Growth(Rate(2000I2010(
Figure"15,"Conveniently"coloured"according"to"the"core"and"periphery"shows"that"price"inflation,"just"as"wage"inflation,"has"been"more"outspoken"in"the"periphery."On" average," the"periphery"has" almost" grown"one"%"more"per" annum" than" the"core,"leaving"the"Eurozone"as"a"whole"very"close"to"the"‘just"below"two"%’"target"aimed"for"by"the"ECB."One"%"may"not"sound"like"much,"but"accumulated"over"a"tenSyear"period"it"amounts"to"quite"the"difference"in"price"level."Even"if"there"is"no" currency" exchange" rate" between" the" countries," the" difference" in" prices"amounts"to"a"de$facto"difference"in"prices"similar"to"that"posed"by"different"curSrencies." Price" inflation" is" just" the" first" piece" of" the" puzzle" to" explain" the" large"amount"of"debt"amassed"in"the"periphery"countries."Price"and"wageSinflation"has"led" to" deterioration" in" competitiveness" in" the" periphery," unveiled" by" the" Unit"Labour" Cost2"(ULC)" a" standard" measure" of" competitiveness" (Lapavitsas" et" al"2012).""
""""""""""""""""""""""""""""""""""""""""""""""""""""""""2"ULC"is"wages"and"other"labour"costs"for"employers"divided"by"output,"and"thusly"shows"the"cost"
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Figure(16(I(Unit(Labour(Cost(Index,(2010(Basis(Year(
"The"figure"above"shows"that,"whereas"the"German"ULC"is"very"stable,"the"periphSery"countries"(excluding"Italy)"have"experienced"significant"growth"with"Greece"almost" doubling" its" ULC." It" is" quite" clear" that" the" competitiveness," especially"when"also"considering"price"inflation,"has"deteriorated"badly"in"the"periphery"up"until"2008."""The" deterioration" in" competitiveness" has" had" severe" consequences" for" the" peSriphery"countries."Even"within"the"group,"quite"stark"differences"can"be"shown."Common"for"all" is"that"the"increased"consumption"has" increased"demand,"howSever,"due"to"the"poor"competitiveness"a"larger"share"of"the"demand"has"been"satSisfied"by"imports."At"the"same"time,"exports"have"decreased"(Angelini"&"Farina,"2012)."This"can"be"quite"easily"illustrated"using"the"current"account"balance."""
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Figure(17(I(Current(Account((Million(€)(
"As"shown"in"the"figure"above,"the"periphery"has"persistently"been"running"a"curSrent"account"deficit,"whereas"the"core"has"been"running"a"large"surplus."As"menStioned,"the"source"of"the"demand"has"been"quite"different"within"the"periphery."Whereas"Ireland"and"Spain"have"been"preoccupied"with"a"housing"boom,"in"PorStugal"and"Greece"it"has"mainly"been"publicS"and"household"consumption"(LapaSvitsas"et.al,"2012;"Angelini"&"Farina,"2012).""
Table(6(I(Accumulated(Current(Account(Balance(
Accumulated Current Account Balance (Q1:1999-Q1:2008) 
Country Million € % of GDP 
Belgium 81.951 € 119% 
France 86.116 € 26% 
Germany 598.790 € 103% 
Netherlands 247.301 € 197% 
Greece -136.635 € -300% 
Ireland -28.689 € -66% 
Italy -151.304 € -41% 
Portugal  -126.103 € -346% 
Spain -453.997 € -208% 
Core Total/Avg. 1.014.158 € 111% 
Periphery Total/Avg. -896.728 € -192% 
Source: OECD Table"6"shows,"that"the"deficit"in"the"periphery"has"been"more"than"matched"by"the"surplus" in" the"core"countries," indicating" that" the" imbalances"are"within" the"Eurozone," and"not" externally." Furthermore," it" shows" that" Portugal" and"Greece,"
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where" the" current" account" deficit" is" a" result" of" increased" consumption" by" the"public" sector" and" households," has" accumulated" a" larger" deficit" relative" to"GDP"than"in"Spain"and"Ireland.""
The(economic(dynamics(in(the(Eurozone(A"large"current"account"deficit,"as"shown"in"the"table"and"figure"above,"needs"to"be"serviced."This"is"where"finance"plays"an"important"role."It"is"now"established"that"households"in"the"periphery"have"not"had"their"wageSlevel"depressed,"and,"as"shown"in"our"indicators,"have"increased"their"debtSlevels."Instead,"wages"have"been"rising"more"rapidly" in" the"periphery"than" in" the"core."The"combination"of"high"wageS"and"price"inflation"and"no"significant"increase"in"productivity"has"led"to"an"increase"in"the"ULC"–"indicating"a"decrease"in"competitiveness,"which"has"in"turn" fostered" the" large" current" account" deficits." In" essence," products"manufacStured"in"the"core,"especially"Germany,"have"increasingly"met"demand"stemming"from" increased" wages" in" the" periphery." Referring" back" to" the" economic" cycle"presented"by"Palley"(2013),"we"now"need"to"make"a"modification:""
Figure(18(I(Modified(Economic(Cycle(
"The"box"‘Imports"from"Core’"has"been"added"which"seeks"to"illustrate"the"point"stressed" in" the" preceding" sections" of" this" chapter." As" competitiveness" deterioSrates"and"demand"grows"the"country"appear"to"be"more"reliant"on"imports"from"other" countries," in" this" instance" the" core" countries." Essentially," part" of" the" doSmestic"demand" in" the"periphery" that"should"add"to"positive"growth" in"employSment,"investment"and"productivity"is"being"‘exported’"to"those"members"with"the"
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lowest"ULC."This"should"decrease"the"rest"of"the"links"in"the"system,"eventually"lowering"productivity"and"demand,"but"as"we"have"shown"in"Figure"12"and"FigSure" 13," private" consumption" and" indeed"wages"were" steadily" increasing" at" an"almost"unchanged"pace"leading"up"to"the"crisis."To"explain"this"development,"the"role"of"the"financial"sector"is"pivotal"
Figure(19(I(Financial(Account((Millions)(
"The" financial" account," illustrated" above," shows" financial" inS" and" outflows" from"the"countries."The"sum"of"the"periphery"balance"and"the"German"balance"is"illusStrated"and"as"the"figure"clearly"shows,"they"match"quite"beautifully."The"financial"account"is"part"of"the"Balance"of"Payments,"which"is"made"up"by"the"current"capiStal"and"financial"account."Whereas"the"current"account"shows"if"a"country"is"a"net"importer"or"exporter"of"goods,"the"financial"account,"roughly"speaking,"is"domesStic" financial" assets" owned" by" foreign" entities" minus" foreign" financial" assets"owned" by" domestic" entities." If" a" German" bank" invests" in" Spanish" mortgage"backed" securities" it" is" thusly" registered" as" debt" because"money" is" leaving" the"country" and"vice$versa" (Heakal," 2012)."There" is" one" very" important"distinction"between" the" financialS" and" current" account." The" current" account" is" imports" or"exports" of" goods,"meaning" the" transfer" is" ‘final’."When" importing" a" new"Volvo"from"Sweden,"X"amount"of"money"is"transferred"out"of"the"country"and"the"prodSuct"is"imported."Assets"on"the"financial"account"are"typically"expected"to"deliver"a"
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return." The" German" bank" expects" interest" payments" on" the" Spanish"mortgage"backed"securities"it"invested"in,"and"if"it"needs"to"be,"the"investment"can"in"some"instances"be"withdrawn"and"moved"elsewhere"(Heakal,"2012).""The" figure"may" imply"that"Spanish," Irish,"Greek,"Portuguese"and"Italian"current"account"deficits"have"been"financed"by"Germany,"as"the"two"lines"roughly"correSspond."This"is"of"course"not"entirely"true."""As"showed" in" the"analysis"of" the" indicators," financial"sector"debt"and"assets" inScreased"drastically"in"the"Eurozone"during"the"buildSup"to"the"crisis."MetaphoriScally"speaking,"the"financial"sector"fed"the"debtSaddiction"in"the"crisisScountries"by"supplying"ample"amounts"of"very"cheap"credit.""
Figure(20(I(Nominal(CrossIBorder(Exposure((Millions)(
"Unfortunately" the"data"does"not"go" further"back" than" the" first"quarter"of"2006,"but" the" trajectory" for"2006S2008" is"quite" clear:" the" financial" sector"of" the" core"were"heavily"engaged"in"the"periphery"already"and"increased"their"activity"expoSnentially."As"Figure"32"will"show,"at"its"peak,"the"financial"sector"of"the"core"had"claims"on"the"five"periphery"countries"equalling"roughly"35"%"of"the"entire"core"GDP."""
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To" illustrate" that" the" core" countries"have"been" responsible" for"much"of" the" inScreased"foreign"exposure"in"the"periphery,"we"can"look"at"the"composition"of"forSeign"claims"on"Spain.""
Figure(21(I(Counterparty(Location(on(Foreign(Claims(on(Spanish(Banks(
"In" fact," between" the" first" quarter" of" 2005" and" the" fourth" of" 2013" the" financial"sector"of"the"core"countries"has"been"responsible"for"61"%"of"the"total"claims"on"average" (BIS" <$Consolidated$ statistics,$ultimate$ risk$basis)." Of" course" the" data" is"limited"to"the"countries"reporting"to"Bank"of"International"Settlements."The"data"includes"important"economies"such"as"the"USA,"Canada"and"India"but"omits"other"large"ones"like"China.""Core"banks"held"59"%"of"Portuguese"and"58"%"of"Greek"debt"securities"in"2008,"Spain" is" not" alone" it" its" dependency" on" credit" from" the" core" (Lapavitsas" et" al"2012)."
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Figure(22(–(Composition(of(German(Exposure(to(Spain((2010I2013(Average)(
"When" looking" at" Figure" 22" another" important" factor" is" seen." Lending" to" both"banks"and"the"nonSbank"private"sector"dwarfs" lending"to"the"public"sector."The"point" is," as" shown"with" consumption," the" savings" rate" and"wage" inflation," the"private"sector"in"the"periphery"has"been"‘tempted’"the"most"by"the"cheap"credit."""The"periphery"can"roughly"be"grouped" in" two"distinct"groups"with" Ireland"and"Spain" in" the" first" and" Greece" and" Portugal" in" the" second." The" first" group" inScreased"investment,"explained"by"a"housing"boom"whereas"the"second"decreased"savings"drastically"and"consumed"goods"(Higgins"&"Klitgaard,"2011;"Angelini"&"Farina,"2012)."
Banks,"36%"
NonSbank"private,"46%"
Public"sector,"18%"
Source:$BIS$<$
Consolidated$statistics,$
ultimate$risk$basis"$
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Figure(23(I(Gross(Savings(as(%(of(GDP(
"The"savings"rate" is" illustrated" in" the" figure"above,"and"shows"a"clear" trajectory"for"Portugal"and"Greece,"the"consumptionSdriven"countries."Higgins"&"Klitgaard"(2011)" has" further" dissected" the" statistics" and" show" that" in" Portugal" the" deScrease"in"savings"to"GDP"is"attributable"to"private"consumption"while"in"Greece,"public"spending"plays"a"more"important"role,"which"is"emphasized"by"the" large"public"deficit"in"Greece."""Spain"and"Ireland"did"not"decrease"their"savings"to"GDP"significantly"until"2007,"and"must"have"channelled"the"cheap"credit" into"other"activities" than"plain"conSsumption."Instead"of"saving"less"and"spending"more,"Spain"and"Ireland"have"inSvested"the"inflow"of"capital."This"is"illustrated"in"the"following"figure."
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Figure(24(I(Capital(Formation(as(%(of(GDP(
"Investment"is"not"necessarily"a"bad"thing"if"it"is"done"in"productive"sectors;"howSever," in"both"Ireland"and"Spain"the" investment"coincided"with"a"housing"boom."On"average"~675.000"new"homes"were"built"each"year"in"Spain"from"1997S2006,"which" is" more" than" in" France," Germany" and" the" United" Kingdom" combined"(Smyth"&"Urban,"2013)."
Figure(25(I(House(Price(Index((2010(basis)(
"
10%"
15%"
20%"
25%"
30%"
35%" Capital(Formation(as(%(of(GDP(
Germany"Greece"Ireland"Portugal"Spain"Source:"The"World"Bank"<$
World$Databank"
152%"
Ireland"
112%" Spain"
80%"90%"
100%"110%"
120%"130%"
140%"150%"
160%"
2006Q
1"
2006Q
2"
2006Q
3"
2006Q
4"
2007Q
1"
2007Q
2"
2007Q
3"
2007Q
4"
2008Q
1"
2008Q
2"
2008Q
3"
2008Q
4"
2009Q
1"
2009Q
2"
2009Q
3"
2009Q
4"
2010Q
1"
2010Q
2"
2010Q
3"
2010Q
4"
2011Q
1"
2011Q
2"
House(Price(Index((2010(basis)(
Germany"Ireland"Greece"Spain"
Source:"Eurostat"
50""
Data" was" not" available" on" Portugal" until" 2008," but" as" is" shown" in" Figure" 25,"house" prices" in" Ireland" and" Spain" grew" significantly" faster" than" in" Greece" and"Germany," where" the" prices" have" remained"more" stable." This" helps" emphasize"that"the"huge"inflow"of"capital"was"channelled"towards"a"bubble"in"houseSprices."The" asset" bubble" has" been" important" for" the" economy," especially" in" Ireland"where"the"construction"sector"accounted"for"20"%"of"GDP"in"2006"(Kelly,"2009).""
What(comes(up(must(go(down(Several" interesting" things" have" now" been" found." Firstly," financialization" of" the"Eurozone"has"not"resulted"in"stagnating"wages"and"consumption,"on"the"contraSry,"wages"and"consumption"has"increased"at"a"steady"pace"in"the"periphery."Only"Germany" shows" signs" of" the" depressed" wageS" and" consumption" development"mentioned"by"Crotty"(2005)"and"Epstein"(2005)."Financialization"has"had"a"very"significant"impact"on"the"economy,"as"debt"has"enabled"lower"savings"rates"and"thereby" consumption" in"Greece" and"Portugal" and"an" asset"price"bubble" in" real"estate"in"Ireland"and"Spain."As"priceS"and"wage"inflation"has"increased"the"gap"in"competitiveness"between"the"core"and"periphery"has"done"so"too"and"an"increasSing"share"of"the"demand"in"the"periphery"has"been"met"by"imports"from"the"core."Finance"also"plays"an"important"role"here,"as"shown"in"the"financial"account."EsSsentially," the"core"has"extracted"profits" stemming" from"private"consumption" in"the" periphery" and" in" turn" injected" cheap" credit" enabling" the" consumption" and"asset"price"bubbles"to"continue."Returning"to"the"Keynesian"demand"model"preSsented"by"Palley"(2013)"we"can"add"the"final"piece"in"the"puzzle:""" "
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Figure(26(I(Financialized(Economic(Cycle(
In" the" illustration"we" have" now" added" cheap" credit" from" the" core" to" the" very"simplified"system."It"connects"directly"to"demand"growth,"as"this"is"the"dominatSing"dynamic"in"Greece"and"Portugal,"and"investment,"as"this"is"how"the"credit"has"been"used" in"Spain"and" Ireland."The" chart" is"naturally"a"very" simplistic"way"of"illustrating"the"empirical"findings"but"do"encapsulate"the"most"important"dynamSics"described"above.""Our"empirical" findings" seem" to"be" compatible"with"parts"of"our" theory"and" inScompatible" with" others." The" dynamics" presented" by" Stiglitz" (2012)," Krugman"(2013)"and"to"some"extent"Lapavitsas"(2013)"do"appear"to"be"taking"place"in"the"Eurozone."Especially"that,"by"enabling"debtSfuelled"consumption"and"asset"price"increases"the"financial"sector"has"played"a"pivotal"role"in"amplifying"the"economSic"cycle"–"even"if"it"has"only"been"in"the"periphery"countries"in"the"Eurozone,"and"even"here"we"observe"diverging"trends"in"consumption."As"the"real"economy"in"the"core"has"extracted"demand"due"to"better"competitiveness,"the"financial"secStor"has"then"directed"the"surplus"back"into"the"periphery"as"cheap"credit"keeping"the"inflationScycle"going"–"in"essence"the"core"countries"have"profited"twice:"first"on"exports"and"second"in"financial"services."That"is,"until"the"crisis"vaporized"the"asset"values."""In" our" theoretical" chapter" we" touched" upon" the" concept" of" debtSdeflation" inSspired" by" Irving" Fishers"work" in" 1933." Even"with" divergent" consumption" patS
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terns"this"concept"appear"relevant"to"the"current"situation"in"the"periphery"counStries."In"almost"all"data"presented"in"this"chapter"(consumption,"asset"prices"and"debtSlevels"especially)"there"is"a"bubbleSlike"tendency"in"this"group"of"countries."This"mirror"our" theoretical" finding:" “In$highly$indebted$environments,$excess$de<
mand$conditions$ that$ increase$ the$price$ level$can$ increase$AD$through$erosion$of$
debt$burdens$causing$the$inflation$process$to$accelerate$rapidly”$(Palley,"2013:"p."100)."In"the"Eurozone"‘excess"demand’"was"found"in"the"periphery"being"met"by"imports"from"the"core,"which"lead"to"price"inflation"lowering"the"real"burden"of"debt,"allowing"for"more"debtSfuelled"excess"demand"in"turn"accelerating"the"inSflation"in"assets"and"prices."""Once"the"European"economy"had"its"‘Minsky"Moment’,"and"rediscovered"risk,"the"dynamics"described"in"the"quote"in"the"preceding"chapter"is"turned"on"its"head."Again,"with" the" large"debtSlevels" the" effect" is" greatest" in" the"periphery."A"brief"illustration" of" the" depressing" effect" on" demand" is" to" look" at" the" dynamics" of"household" consumption" in" our" selected" countries" before" and" after" the" crisis"struck"in"2008.""
(
Table(7(I(Household(Consumption,(Average(Annual(%(Change(As"always," trends"between"the"countries"diverge,"but" it" is"worth"noting"that," in"the" core" the" development" in" household" consumption" has," on" average," not"
changed"very"much."In"the"periphery"on"the"other"hand"the"growth"in"consumpStion"has"literally"vanished"after"the"crisis"struck."""
Household Consumption, Average Annual % Change 
 2000-2007 2008-2012 
Belgium 4% 3% 
France 4% 2% 
Germany 2% 2% 
Netherlands 4% 1% 
Ireland 9% -2% 
Italy 4% 1% 
Portugal  5% 0% 
Spain 7% 3% 
Core Average 3% 2% 
Periphery Average (Excl. Greece) 6% 0% 
Source: OECD 
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This" can" naturally" be" linked" to" the" pressing" issue" for" SMEs" in" the" periphery,"namely"that"finding"costumers"is"the"most"important"problem"for"the"enterprises"after"the"crisis."The"lack"of"demand"can"be"partly"explained"by"the"debtSdeflation"cycle"presented"in"our"theoretical"literature."As"households"and"enterprises"alike"attempt"to"deleverage,"a"larger"share"of"income"is"used"to"pay"of"debts"instead"of"consuming"goods."To"exemplify" this" it" can"we" turn"our"attention"back" to"Spain"and"Ireland,"where"the"debt"was"used"to"fund"an"asset"price"bubble"in"real"estate."As"more"and"more"homeowners"try"to"rid"themselves"of"their"depreciating"assets"demand" plummets" and" supply" skyrockets," which" increases" priceSdeflation." As"described" in"our"theoretical"chapter,"deSleveraging" is"very"rational" for"the" indiSvidual"homeowner"or"investor,"but"as"large"numbers"of"people"flood"the"market"with"the"same"type"of"asset"the"exercise"is"selfSdefeating"because"the"price"deflaStion"accelerates"very"quickly"leaving"even"more"homeowners"‘underwater’."It"is"yet" another"vicious" circle" (Krugman,"2013;"Palley,"2013)." "This" is" illustrated" in"Figure"25:"Irish"and"Spanish"house"prices"has"deflated"from"their"high"of"52"and"12"%"above"2010"level"respectively"to"5"and"12"%"below"in"the"second"quarter"of"2011," the" latest" available"data" for"both" countries." In"Germany"where" the"debtSlevels"have"been"much"lower,"house"prices"have"remained"remarkably"flat,"actuSally"rising"a"little"even"after"the"crisis."""The"same"effect"can"explain"the"trend"in"Portugal"and"Greece."If"consumers"begin"paying"off"their"credit"cards"instead"of"consuming,"the"general"economy"will"sufSfer,"unemployment"will"rise"and"as"a"consequence"the"debtSburden"will"increase."The"bubble"in"consumption"in"Portugal" is" illustrated"in"Figure"13,"which"shows"that" immediately"after"the"crisis," the"consumption"level" in"the"periphery"took"a"sharp"turn"downwards."Again,"the"opposite"is"true"in"the"less"indebted"Germany,"where"consumption"remained"relatively"stable."""Both" with" regards" to" the" asset" price" bubble" and" the" consumption" bubble" the"countries"with"more"debt"have"had"a"more"volatile"development"in"the"different"indicators" presented" in" this" chapter." In" essence," debt" really"matters"when" the"market"has"its"‘Minsky"Moment’"and"rediscovers"risk."Up"until"the"moment"when"the"debtSdeflation"spiral"is"initiated,"debt"is"not"very"dangerous."As"house"prices"
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increase," if" for"some"reason"a"household"defaults"on"its"mortgage,"the"bank"can"foreclose" upon" them" and" just" sell" it" on" the"market" –" maybe" even" for" a" profit"(Krugman,"2013)."After"the"debtSdeflation"cycle"is"initiated"it"is"very"hard"to"get"a"decent"price"or"sell"the"house"at"all."At"one"point"it"was"estimated"that"there"were"between"700.000"and"3"million"houses"on"the"market,"which"naturally"depresses"the"prices"a"great"deal"(Smyth"&"Urban,"2013)."
Summation(The"impact"of" financialization"on"the"Eurozone"has"been"profound"and"very"diSvergent"across"our"selection"of" countries." In"Germany"we"observe"some" trends"resembling" the" theory"by"Crotty" (2005)"and"Epstein" (2005),"namely" that"wage"increases"have"been"decoupled"from"productivity"increases."This"has"led"to"slow"but" steady" growth" across" most" parameters" checked" for" in" this" section." A" bySproduct"of" the"wageSrestrain"has"been"an" improving"ULC"especially"when"comSpared"to"the"periphery."The"periphery"has"experienced"the"opposite"of"German"restrain"and"slow"but"steady"growth."With"regards"to"priceS"and"wage" inflation"and"consumption"and"asset"prices"the"periphery"has"seen"both"‘extremes’"of"the"scale"in"this"comparison."The"conclusion"is"that"financialization"has"enabled"this"amplification"of"the"economic"cycles"in"the"periphery"by"allowing"severe"imbalSances"to"persist"and"build"to"bubbleSlike"proportions."The"dynamics"behind"this"was"shown"in"Error!(Reference(source(not(found.."In"short,"demand"in"the"peSriphery"coupled"with"poor"competitiveness"led"to"a"significant"deficit"on"the"curSrent"account,"which"was"offset"by"an"inflow"of"capital"from"the"financial"sector"in"the" core."Even" if" the"periphery"didn’t"use" the" capital" in" the" same"way," the" end"result" is"quite" similar:"What" comes"up"must"go"down."As" the"consumption"and"asset"price"bubbles"burst,"the"countries,"now"with"very"high"debtSlevels,"attempt"to"deleverage"which"has"started"a"debtSdeflation"cycle." Inspired"by" the"work"of"Irving" Fisher" both" Palley" (2013)" and" Krugman" (2013)" explain" that," as" excess"demand"fuelled"by"debt"reaches"a"certain"point,"the"market"will"rediscover"risk."As"well"as"amplifying"the"positive"economic"cycle,"financialization"has"also"ampliSfied"the"downturn."Instead"of"leading"to"a"steady"depression"of"demand"through"wageSpressure"(except"maybe"for"in"Germany),"the"Eurozone"has"been"characterSized"by"volatility"and"instability.""
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"To"make"matters"worse," even" if" the" longSterm" government" bond" yields" in" the"periphery"(Excluding"Greek"bonds"still"at"~6"%)"has"been"stabilized"at"~3S4"%"in"the" beginning" of" 2014," indicating" that"markets" perceive" them"as" less" risky" the"debtSdeflation"cycle"is"eating"away"at"the"good"news.""
Figure(27(I(HICP(Inflation(Rate(%(
"As"illustrated,"the"Inflation"rate"has"been"steadily"declining"for"the"past"year"with"Greece"even"sinking"into"actual"price"deflation."This"of"course"increases"the"real"debt" burden" for" the" countries." As" inflation" is" still" declining," the" debtSdeflation"cycle"may"still"be"on"going,"leaving"the"prospect"for"an"improvement"in"the"SMEs"outlook"to"find"customers"in"the"near"future"very"dim."""" "
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Part(3.1:(Access(to(finance(The"following"chapter"is"an"analyses"the"development"in"access"to"finance"during"the"crisis."It"begins"by"establishing"a"baseline"year"in"2009"where"the"most"pressSing" issues" for"SME’s" in" the"wake"of" the" financial" crises"are"established"and" the"impact" of" financialization" is" analysed." The" findings" are" then" compared" to" the"economic"situation"of" the"present"and"we"conclude"on" the" longSterm" impact"of"financialization"for"SME’s"and"the"general"economies"of"the"Eurozone.""As"we" established" previously" SME’s" are" the" backbone" of" the" EU" economy" and"therefore"a"key"indicator"for"the"health"of"the"Eurozone"economies."The"analysis"is"begun"by"highlighting" the"most"pressing" issues" for"SME’s" from"the"European"Central"Banks"survey"on"Access"to"Finance"to"SME’s"in"the"Euro"area"from"SepStember"2009.""
2009(Ground(Zero(In"the"summer"of"2009"the"aftershocks"of"the"financial"earthquake"of"the"century"were" calming" down," it"was" the" dawn" of" a" new" day"where" no" one" really" knew"what"would"be"the"consequences"of"the"past"year’s"destructive"events."The"gloriSous"days"of"growth"and"prosperity" in" the"EU"had"come"to"a"sudden"stop"and" it"was"time"to"assess"the"damage"and"face"the"consequences"of"previous"corporate"strategies"and"private"consumption"patterns.""The"most"pressing"problem"that"the"SME’s"of"the"Eurozone"faced"in"2009"was"a"lack" of" costumers" for" their" products" reflecting" the" deteriorating" aggregate" deSmand"as" savings"and"pensions"had"gone"down"with" the" ship."The" second"most"pressing"issue"for"SME’s"was"the"access"to"finance"in"terms"of"bank"loans,"trade"credit"and"overdraft"which"reflects"the"extreme"lack"of"market"confidence"in"the"credit"market"at"the"time"(ECB"2009).""""
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Figure(28(I(Pressing(problems(faced(by(Euro(area(SMEs(
"The" SME’s" in" the" Eurozone"were" hit" hard" by" the" economic" downturn" that" folSlowed"the"financial"meltdown"as"50%"of"all"participants"in"the"access$to$finance"survey"reported"a"decrease"in"turnover"and"profit"the"previous"six"months."Not"surprisingly" the"need" for"bank" loans"grew" in" this"period"as"profits" fell" and" the"internal" funds" deteriorated" accordingly," this"was" especially" the" case" for"micro"and"small" firms."Micro"and"small"enterprises"are"particularly"dependent"on"the"continuous"ability"to"obtain"finance"for"expansions"and"investments"in"order"to"grow." Their" internal" funds" are" often" inferior" to" the" cost" of" investments" (ECB"2009)."Unfortunately," firms"of" this"size"are"also" the"ones"who"have" the"hardest"time" in" economic" downturns," which" again" leave" them" more" reliant" on" credit."Supplemented"by"the"fact"that"9"out"of"10"SME’s"fall"under"the"category"of"micro"enterprises" the" importance" of" access" to" finance" for" the" general" economy" beScomes"quite"clear"(Commission"2014,)."The"focus"will"therefore"be"on"the"following"parameters"in"regards"to"the"access"to"finance"for"SME’s"in"the"Eurozone."S"The"Availability"of"external"finance"S"Changes"in"terms"and"conditions"to"obtain"finance"S"The"most"limiting"factors"for"the"access"to"finance"S"Financial"market"confidence""
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S"NonSfinancial"sector"debt"levels"
Availability(of(external(finance(43%"of"the"SME’s"that"applied"for"a"bank"loan"in"2009"had"reported"a"worsening"in"the"availability"while"only"10"%"saw"an"improvement."This"33%"net"worsening"clearly"reflects"the"financial"meltdown"of"2008"carried"over"into"2009.""
Figure( 29( I( Availability( of( External( financing( for( Euro( Area( SMEs,( change( over( the( preceding( six(
months(
"Figure"29"reflects"that"bank"loans"were"the"most"common"source"of"finance"for"SME’s"and"reveals"the"declining"access"to"such"loans"specifically.""Furthermore" 32%" of" the" SME’s" reported" deterioration" in" banks"willingness" to"provide"a"loan."The"smaller"the"firm"the"harder"it"was"to"get"a"bank"loan.""There"was"also"an"increase"in"lending"rates"together"with"increased"collateral"requireSments,"commissions,"fees"and"other"costs"(ECB"2009)."In"Chart"15"&"20"the"speScifics" of" the" deteriorating"willingness" of" loans," the" increasing" interest" rate" and"other"banking"related"cost"are"divided"into"factors"that"enables"us"to"assess"the"specific"root"of"the"problems"with"access"to"finance."(
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Conditions(and(limiting(factors(
(
Figure(30(I(Changes(in(terms(and(conditions(of(
bank(loans(granted(to(euro(area(SMEs(over(the(
preceding(6(months(
(
(
Figure(31(I(The(most(important(limiting(factor(
for(financing(euro(area(SMEs'(growth(ambitions(
( (
((Figure"30"breaks"down"the"changes"in"terms"and"conditions"of"bank"loans"grantSed"to"Eurozone"SME’s"the"last"six"months"while"Figure"31"breaks"down"the"most"limiting"factors"for"financing"investments"for"SME’s"in"the"Eurozone."Combining"the"two"reveals"several"relevant"pieces"of"information"that"can"explain"the"conStracting"access"to"finance.""Figure"30"shows"that"38%"of"those"SME’s"that"applied"for"a"loan"experienced"an"increase" in" interest" rates"while" 20%"experienced" a" decline." Furthermore," 40%"experienced"increases"in"the"cost"of"financing"such"as"charges,"fees"and"commisSsions"and"37%"experienced"higher"collateral"requirements,"which"reflects"bank’s"increased"need"to"boost"their"balance"sheets"and"the"unstable" financial"state"of"play"in"2009."""Figure"31"shows"that"the"most"limiting"factors"for"financing"new"investments"in"the"Eurozone"was"insufficient"collateral"or"the"ability"to"offer"guarantees"to"credSitors"as"a"consequence"of"falling"asset"prices."The"second"most"limiting"factor"for"the"growth"ambitions"of"SME’s"was"too"high"interest"rates"and"other"costs"conS
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nected"financing"bank"loans."If"the"two"largest"sinners"are"combined,"45%"of"the"SME’s"in"2009"saw"their"largest"obstacles"in"finance"for"investments"in"areas"diSrectly"dependent"upon"debt"levels"and"financial"volatility."The"lack"of"collateral"is"directly" related" to" the" debtStoSasset" ratio" of" a" company." As" the" debt" rises," the"available"collateral"deteriorates."This"also"has"a"direct" influence"on"the" interest"rate,"which"is"calculated"on"the"basis"of"risk,"and"in"this"equation"the"level"of"corSporate"debt" is" a"defining" factor" for" the" risk"of"bankruptcy"making" it" a"defining"factor"of"the"cost"of"finance."(Merton"2012)"""The" second"most" limiting" factor," interest" rates"and"high"prices," is" largely" influSenced"by" three"main" factors,"monetary"policy," financial"market" confidence" and"the"status"of"the"individual"debtor"(Lapavitsas,"2012)."The"monetary"aspect"is"the"Main" Refinancing" Rate" (MRR)" set" by" the" ECB." At" the" time" of" the" survey" from"2009,"the"MRR"had"fallen"from"3,75"%"in"late"2008"to"1,50"%"in"July"2009"revealSing"that"the"root"of"elevated"interest"rates"and"other"bank"loan"related"cost"were"not" the" result" of" a" contractionary"monetary" policy," leaving"market" confidence"and"the"health"of"the"individual"businesses"as"the"cause"of"rising"finance"expensSes"(ECB"S"Statistics).""" (
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Financial(sector(confidence(Part"of"the"explanation"for"the"low"market"confidence"in"the"periphery"is"found"in"the" crossSborder" exposure" of" financial" institutions." The" statistics" from"Bank" of"International"Settlement" in"Figure"32"reflects" the"amount"of" financial"exposure"and"thereby"interbank"market"confidence"in"the"EMU.""
Figure(32(I(CrossIborder(exposure(as(%(of(areas(total(GDP(
"The"crossSborder"exposure"of"Eurozone"banks"shows"several" interesting"pieces"of" information."First"of"all" the"explosive"increase"in"banks"crossSborder"willingSness"to"lend"can"be"seen."In"the"buildSup"to"the"crisis," financial"flows"from"both"core"to"periphery"and"from"periphery"to"core"increased"by"10"percentage"points"over"a"short"2Syear"period.""Furthermore"after"2008"we"observe"a" large"decrease" in" the"crossSborder"expoSsure,"likely"due"to"decreased"interbank"confidence,"the"decline"continues"in"2009,"explaining" the" increasing" interest" rates" and" other" associated" costs" for" SMEs."Thirdly,"up"until"now,"SME’s"in"the"Eurozone"have"been"referred"to"as"a"unified"entity"but"Figure"32"supports"the"trends"we"discovered"in"the"preceding"analysis"of" the" impact" on" demand," namely" that" there" is" a" significant" difference" in" the"origin" of" finance" between" core" and" periphery." The" financial" institutions" in" the"core"are"far"more"exposed"to"the"financial"institutions"of"the"periphery"than"peS
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OECD$
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riphery"is"to"core,"which"in"turn"tells"us"that"the"access"to"finance"of"SME’s"in"the"periphery"is"vulnerable"to"the"willingness"of"core"banks"to"lend.""The"Euro"has"been"a"class"A"facilitator"for"the"financialization"of"the"Eurozone"as"it" has" broken" down" capital" control" and" streamlined" financial" regulation." This"with"the"result"that"transactions"cost"have"been"obliterated"making"crossSborder"banking"far"more"attractive"as"is"evident"in"figure"32"(Fontagne"et"al"2009).""On"this"account,"the"financial"markets"began"to"look"at"the"Eurozone"as"one"economy"assessing"that"Greek"government"bonds"were"as"safe"an" investment"as"German"government"bonds."The"perceived"equality"of"health"and"risk"between"members"of" the"EMU"facilitated"a"period"from"2000"to"2007"with"very" low"interest"rates"for"all"EMU"members"and"resulted"in"an"explosion"of"private"and"corporate"debt,"(Alvarez"2012;"Jespersen"2012;"Lapavitsas"2012)."""This"adds"a"new"layer"to"our"understanding"of"how"important"free"flowing"finanScial" flows" in" the"Eurozone"are" to" the"wellbeing"of"SME's"and" that" the" interconSnectedness"of" financial" institutions"have"undergone"a"process"of" rapid"growing"financialization"and"globalization.""
Debt(and(deleveraging(One"of" the"most" important" indicators"of" financialization" is" the" level" of" debt"on"businesses"balance"sheets,"presented"in"indicator"#1"in"the"previous"chapter."In"short,"as"a"business"becomes"highly"leveraged"its"vulnerability"to"changes"in"inSterest"rates"and"ability"to"renew"debt"is"simultaneously"increased."As"presented"in"the"table"below,"the"total"amount"of"nonSfinancial"sector"debt"was"7,3"%"highSer" than" the" total" GDP"of" the"Eurozone."When" corporate" debt" levels" exceed" the"total"output"it"indicates"that"the"sector"is"borrowing"more"than"it"is"selling"which"either"reflects"positive"expectation"of"future"growth"and"investment"or"a"lack"of"competitiveness,"which"will"be"reflected"on"the"balance"of"payments"(Jespersen,"2012)."" "
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Table(8(–(NonIfinancial(sector(debt(as(%(of(GDP(
 2006 2007 2008 2009 
EU17 102,3 107,3 91,8 98,2 
Belgium 129,0 108,7 76,0 96,3 
Germany  61,0 64,6 50,0 52,6 
Ireland 95,1 93,8 95,8 109,2 
Greece 91,3 93,8 62,6 71,0 
Spain 144,4 155,8 136,3 145,9 
France 111,8 124,0 96,6 109,8 
Italy 118,5 122,6 136,4 127,8 
Netherlands 89,7 86,6 47,6 58,1 
Portugal 144,2 156,0 152,1 163,6 
Finland 156,9 168,2 104,8 124,7 
Core debt 97,875$ 95,975$ 67,55$ 79,2$
Periphery debt 118,7$ 124,4$ 116,64$ 123,5$
Source:(Eurostat("Looking"at"Table"8"it"is"seen"that"in"2009,"the"nonSfinancial"debt"levels"differ"subSstantially" across" the" Eurozone." The" core" countries" such" as" Germany" and" the"Netherland"carry"a"considerably"lower"amount"of"debt"than"France"and"Belgium"do"but"that"the"average"core"debt"is"still"well"below"100%"of"core"GDP."In"the"peSriphery"the"picture"is"quite"different"where"Greece"is"the"only"member"with"less"than"100"%"debt"to"GDP"and"where"Spain"(145%)"and"Portugal"(163%)"top"the"table"and"the"periphery"average."High"levels"of"debt"can"affect"the"performance"and"of"SME’s" through"several" channels."First,"high"debt" levels"directly" transmit"and" amplify" shocks" like" the" financial" crisis" of" 2008" because" the" more" debt" a"company"holds" the" larger" the"expense" for" interest"payments"and"other" finance"related" cost" become." Second," in" some" cases" it" may" undermine" the" capacity" to"dampen"shocks"in"changing"macroeconomic"conditions"such"that"of"2009"as"relaStively"high"debt" levels" leave"relatively" low" internal"capital" for"counter"measure"such"as" investments"or"simply"waiting" for" the"storm"to"blow"over," (OECD,"EcoSnomic"Outlook"2012,"issue"1)""Furthermore," high" indebtedness"make" SME’s" vulnerable" to" asset" price" fluctuaStions" if" the" collateral," such" as" real" estate" or" stock" value," is" sensitive" to" such"movements."This"means"that"firms"that"have"leveraged"their"loans"in"real"estate"
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might"find"themselves"owing"more"than"the"property"is"worth"after"a"crash"like"the"one"we"saw"in"the"Spain."“Shocks$ can$ be$ amplified,$ particularly$ when$ asset$ price$ boom<bust$ cycles$ act$
through$the$value$of$collateral$and$associated$margin$calls,$which$accentuate$cy<
clical$fluctuations$and$generate$debt<deflation$pressures,$(ibid.:"6)"Comparing"the"average"core"debt"to"that"of"the"periphery"we"find"that"the"nonSfinancial"sector"debt"is"spread"unevenly"in"the"Eurozone"and"must"therefore"also"have"differentiated"impact"between"members."""When"we"examine"the"debt"development"post"2008"we"find"that"while"all"memSbers,"except"for"Italy"and"Ireland,"took"a"substantial"hit"downwards"not"all"EMU"members"were"able" to"deleverage" in"2009."The"nonSfinancial"corporate"debt" in"Italy" and" Ireland" kept" rising" throughout" the" period." Spain" and" Portugal" went"through"only"minor"corrections"and"remained"the"most"indebted"members,"conSsequently"their"SME’s"had"the"highest"need"for"banks"loans"in"the"euro"area,"(ECB"2009)."This"once"again"highlights"the"divergent"development"in"the"Eurozone.""
Summation(of(2009(The"financialization"of"the"Eurozone"has"made"SME’s"increasingly"dependent"on"the" access" to" finance."Due" to" the" high" levels" of" corporate" and"private" debt" the"financial"market"confidence,"and"thereby"interest"rates"and"other"finance"related"cost,"now"determine" the" fate"of"SME’s"and" the" future"of" the"economic"developSments."A"picture"of"what"the"economic"scenery"was"like"in"the"wake"of"the"finanScial" crisis" and" the" short" term" consequences" of" financialization" on" SME’s" in" the"Eurozone"is"now"established."This"will"be"followed"by"an"assessment"of"the"long"term"impact"between"EMU"members"and"determine"the" longSterm"impact"of" fiSnancialization.""
From(then(to(now(–(The(impact(of(financialization(on(SME’s(from(2009(to(2014(In" order" to" assess" the" longSterm" impact" of" financialization" on" the" access" to" fiSnance"for"SME’," the"same"indicators"as" in"the"previous"analysis"will"be"used"toSgether"with"debtStoSassets"statistics"and"accumulated"debt"statistics.""""
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No" country"has" gone"unaffected" through" first" the" financial" and" then" the"public"debt"crisis."But"the"most"pressing"issues"for"the"SME’s"of"the"Eurozone"has"been,"and" still" is," differentiated"between"members" states."According" to" the"ECB’s"AcScess" to" finance" survey" from"April" 2014," the"most"pressing"problems," for"EuroSzone"SME’s"as"a"whole," is"still" finding"costumers"(demand)"and"the"access"to"fiSnance."However," looking"at" the"country"specific"distribution"of" these" issues" the"SME’s"need"for"access"to"finance"differs"across"the"Eurozone."""
Figure(33(I(Country(Contributions(to(the(most(pressing(problem(faced(by(EA(SMEs(
"While"SME’s"across"the"Eurozone"see"demand"as"the"most"pressing"issue"with"a"relatively"even"distribution"of"replies,"German"SME’s"are"the"ones"most"in"need"of"customers"for"their"products"and"services."Germany"is"the"largest"exporter"in"the"entire"EU," therefore" the"elevated" levels"of"unemployment"and"deteriorated"consumer" demand" across" the" Eurozone" affect" their" SMEs" the" most." However,"demand" is"still" the"most"pressing" issue" for"almost"all"SME’s,"except" in" Italy," reSgardless"of"their"geographical"location."""However"when"we" turn" our" attention" to" SME’s" that" see" access" to" finance" as" a"pressing" problem," the" distribution" between" countries" becomes" much" less" hoSmogenised."According"to"Figure"33,"Spain"and"Italy"along"with"Greece,"Portugal"and"Ireland"have"been"the"countries"were"access"to"finance"has"continued"to"be"a"significant" problem" whereas" Germany," France" and" the" Netherlands" are" at" the"other"extreme"(ECB"2014:"5)."""
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Not" surprisingly" the" impact" of" financialization" is" differentiated" as" displayed" in"Figure"33."The"specific"changes"in"conditions"and"limiting"factors"for"SME’s"will"now"be"broken"down"and" the"developments" in" the" cost" of" finance"will" be"preSsented.""
Table( 9( I( Terms( and(Conditions( reported(by( EA( SME's( I( Change( reported(with(6(months( intervals(
between('09(&('13(
"""The" developments" in" the" interest" rate" during" the" financial" crisis" and" later" the"public"debt"crisis"has"meant"a"rollercoaster"ride"for"SME’s"in"the"Eurozone."The"interest" rate"peaked" in"2011"were" the"public"debt" crisis"was"at" its"highest"and"then" fell" significantly"after" the"ECB" introduced" the"Outright"Monetary"TransacStion"policy"which"calmed"markets"down"by"making"the"ECB"a"lender"of"last"resort"for" governments" in" the" Eurozone" (CourSThimann" 2013)." Like" the" public" debt"crisis," the" interest" rates" differed" between" countries" and" therefore" their" SME’s,"which"is"evident"from"analysing"Figure"34."The"figure"displays"country"contribuStions"to"the"change"in"terms"and"conditions"for"SME’s"in"the"Eurozone"and"lookSing"at"the"contribution"in"the"level"of"interest"rate"it"is"practically"only"Spain,"ItaSly," Portugal" and" Greece" that" are" experience" increasing" interest" rates"where" as"Germany"and"France"report"declines"by"the"end"of"2013.""Turning"our"attention"to"Table"9"above"we"see"that"the"collateral"requirements"from"banks"rose"very"significantly"and"remained"higher"than"in"2009"up"until"the"latest" surveys." The" increasing" collateral" requirements" are" most" restrictive" for"businesses" with" high" debtStoSasset" ratios," which"mean" that" two" factors" deterSmine"the"quality"of"the"collateral." "High"level"of"debt"restricts"further"lending"in"general"but"if"the"collateral"is"assets"price"sensitive"the"real"size"of"the"debt"may"rise,"even"in"the"wake"of"a"financial"crisis"as"a"consequence"of"deflation."This"deSvelopment"has"happened"in"Spain,"Ireland"and"Portugal.""
Source:$ECB,$Access$to$Finance$Reports$from$2009<2014$
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When"assets"prices"fall"so"does"their"collateral"value,"this"means"that"the"nominal"size"of"the"loan"level"becomes"higher"than"the"actual"value"of"the"collateral"and"this"is"a"real"deal"breaker"for"banks.""Real"estate"is"one"of"those"asset"price"sensiStive"collaterals"that"can"really"have"a"destructive" impact"on"the"economy,"espeScially"if"the"realSestate"market"has"been"greatly"overrated"as"in"Spain"and"Ireland"prior"to"2008."The"Spanish"realSestate"sector"experienced"a"bubble"prior"to"the"financial"meltdown"fuelled"by"cheap"credit"and"an"overrated"market"confidence,"as"uncovered" in" earlier" in" this" chapter."As" the" real" estate"prices" fell" so"did" the"viability" of" Spanish" loans" and" collateral" and" if" we" look" at" the" countrySspecific"changes"in"terms"and"conditions"Spanish"SME’s"have"the"largest"increases"in"colSlateral" requirements." The" financialization" of" the" Spanish" realSestate" sector" and"the"boom"and"bust"that"was"fuelled"by"the"cheap"credit"has"put"Spanish"SME’s"in"a"very"disadvantageous"situation"in"obtaining"bank"loans"during"the"current"reScovery."""""
The(Level(of(other(costs(of(finance(The"costs"of"finance"besides"interest"payments"are"commissions,"fees"and"other"extra"costs"placed"on"loans"and"credit."These"costs"transfer"capital"from"the"real"economy"to"the"financial."And"have"become"an"increasingly"limiting"expense"for"SME’s"that"apply"for"a"bank"loan."As"with"the"interest"rate"and"the"collateral"reSquirements," the" periphery" is" overrepresented" in" this" category" as" well." While"terms"and"conditions"move"toward"a"more"positive"environment"in"Germany"and"the"Netherlands."The"cost"of"financing"remains"very"high"for"SME’s"in"the"EuroSzone" and" the" historically" high" debt" levels" strain" the" nonSfinancial" sector" and"highlight" another" negative" impact" of" financialization" in" the" current" economic"climate." Furthermore," the" increasing" cost" of" finance" reduces" capital" to" investSment"and"workers,"and"thereby"to"consumption"(Palley"2013,"Krugman"2013)."""
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Figure(34(I(Country(Contributions(to(the(Change(in(Terms(and(Conditions(of(Bank(Loans(Granted(to(
EA(SMEs(
"But"why"has"there"been"such"differentiated"restriction"to"capital"between"memSbers"of"a"common"currency?""The"case"will"be"made,"that"excessive"financialization"and"very"high"levels"of"nonSfinancial"debt"has"been"one"the"most"limiting"factors"on"the"banks"willingness"to"loans"in"the"periphery."""
DebtCtoCAsset(Ratio(and(the(cost(of(borrowing(The"debtStoSAsset"ratio"displayed"in"Figure"35"reveals"the"correlational"relationSship"between"debt"and"interest"payments."In"this"chart"we"combine"the"debt,"colSlateral," the"interest"rate"and"the"cost"of"borrowing"in"order"to"show"this" logical"and"important"relationship"when"talking"about"the"current"stagnation."The"chart"displays" the" debtStoSAssets" ratio" where" a" ratio" below" 0" indicates"more" assets"than"debt," and"visa$versa," and" the" interest"payments" reflect" SME’s"expenses"on"bank"loans"in"the"individual"member"state.""
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Figure(35(I(Change(in(debt(to(total(assets(and(interest(expenses(of(SMEs(across(EA(Countries(
"The"correlation"between"SME’s"debtStoSassets"and"the"net"interest"payments"are"very" visual" and" there" seems" to" be" an" escalation" in" the" effect" if" the" ratio" goes"above"0.""
“Debt$ ratios$ continue$ to$ be$ high$ by$ historical$ standards$ and$ constitute$ an$ im<
portant$source$of$vulnerability$for$the$outlook$of$the$corporate$sector,$in$particular$
with$the$risk$associated$with$increased$cost$of$debt$financing”"(ECB"2012:"95)"However,"the"leverage"ratio"should"not"be"seen"an"absolute"indicator"of"sustainSability."Certain"economies"may"be"able"to"carry"higher"debt"levels"due"to"country"specific"features,"in"particular"with"regards"to"financial"systems"or"in"relation"to"comparative"advantages"in"specific"industrial"sectors"(ECB"2014)."
“Nonetheless,$ significant$ or$ rapid$ increases$ in$ leverage$ ratio$ compared$with$ the$
historical$ trend,$ or$ compared$with$ the$ respective$ increases$ in$ comparable$ coun<
tries,$may$ indicate$ a$ credit$ boom$may$not$ be$ justified$ by$macroeconomic$ funda<
mentals”"(ECB"2012:"102).""And" that" is" exactly"what" happened"during" the" financialization"of" the"Eurozone"from"2000"to"2007"as"is"evident"from"Table"3"in"the"previous"chapter"where"nonSfinancial"sector"debt"rose"much"faster"than"GDP"growth"increasing"the"vulneraSbility"of" the" financial"system"and"amplifying"the"possibility"and"volatility"of" the"financial"crisis"(ibid)."""
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As"SME’s"represent"99%"of"businesses"and"provide"70"%"of"private"sector"emSployment,"growth"and"inflation"are"very"dependent"on"the"wellbeing"of"this"secStor." As" presented" SME’s" have" greater" need" for" the" continues" access" to" finance"than" larger" corporation" and" are" almost" solely" reliant" on" banks" for" external" fiSnancing"making"access"to"finance"a"determining"factor"for"employment,"growth"and"inflation.""
The(role(of(debt(in(society(and(for(growth((Finance" is" one"of" the" cornerstones"of" our"modern" society" and"a" source"of" ecoSnomic"growth."Finance"is"the"redistribution"of"capital"from"those"who"have"more"than" they"can"spend" to" those"who"need"more" than" they"have."This"allows" indiSviduals" to" consume"without" current" income." By" attaining" debt," businesses" can"invest"when"profits"would"otherwise"not"allow"it"and"thereby"create"innovative"and" productivity" enhancing" developments" that" leads" to" economic" growth" and"improving"welfare" for"society"as"a"whole."Furthermore," this" system"gives" fiscal"and"monetary"authorities"the"possibility"to"play"a"stabilizing"role"by"controlling"demand"for"credit"through"taxes"and"interest"rate"adjustments."Both"distant"and"present"history"has"taught"us"that"excessive"borrowing"creates"vulnerabilities"in"the"financial"system,"and"when"debt"levels"rise"beyond"a"certain"level,"the"impact"of"financial"crises"are"amplified"(Cecchetti"2011)."(In"this"way"debt"is"good"for"growth"but"only"up"until"a"certain"level."A"level"that"is"hard"to"pin"point"and"is"different"from"country"to"country,"making"it"very"hard"to"generalize."It"was"none"the"less"attempted"in"a"BIS"working"paper"titled"The$Real$
Effect$of$Debt"in"2011.""""This" working" paper" explores" the" relationship" between" debt" levels" and" GDP"growth"in"18"OECD"countries"over"a"26Syear"period"stating"form"1980"to"2006"to"examine" the" impact" of" high" debt" levels" on" long" term"GDP" growth." They" found"that,"when"debt" levels" rose"above"a"certain" level," it"had"negative"consequences"for" long" term"GDP"growth"and"resulted" in"a" far"more"volatile"differentiation" in"growth"across"time."""
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This"BIS"working"paper"concludes"that"the"threshold"beyond"which"nonSfinancial"sector"debt"had"a"negative"impact"on"longSterm"GDP"growth"lay"at"around"90%"of"GDP.""Using" this" threshold" to"compare" the"country"specific"debt" levels"and" their"GDP"growth"in"Table"10"it"is"true"that"growth"has"been"considerably"higher"for"counStries"with"below"90%"nonSfinancial"corporate"debtStoSGDP"ratios.""
Table(10(I(NonIfinancial(sector(debt(as(%(of(GDP(compared(to(GDP(Growth,(2008I2013(
""The"higher" the" level"of"debt," the" lower" the"GDP"growth."This" is" true" for"all" but"Greece"who"also"has"big"issues"with"both"household"and"public"debt"coincidently."This"explains"the"very"high"level"of"economic"contraction"displayed"in"Table"10."""
GEO/TIME 2008 2009 2010 2011 2012 2013 Accu-
mulat-
ed GDP 
Growth 
European Union (28 
countries) 
0,4 -4,5 2,0 1,6 -0,4 0,1 -0,8$
EU17 0,4 -4,4 2,0 1,6 -0,7 -0,4 -1,5$
Belgium 1,0 -2,8 2,3 1,8 -0,1 0,2 2,4$
Debt as % of GDP -76,0 -96,3 -94,4 -73,8 -88,6   $$
Germany  1,1 -5,1 4,0 3,3 0,7 0,4 4,4$
Debt as % of GDP -50,0 -52,6 -61,1 -52,7 -54,0   $$
Ireland -2,2 -6,4 -1,1 2,2 0,2 … -7,3$
Debt as % of GDP -95,8 -109,2 -111,1 -136,6 -141,0   $$
Greece -0,2 -3,1 -4,9 -7,1 -7,0 -3,9 -26,2$
Debt as % of GDP -62,6 -71,0 -67,4 -65,2 -83,6   $$
Spain 0,9 -3,8 -0,2 0,1 -1,6 -1,2 -5,8$
Debt as % of GDP -136,3 -145,9 -138,4 -133,1 -132,6   $$
France -0,1 -3,1 1,7 2,0 0,0 0,2 0,7$
Debt as % of GDP -96,6 -109,8 -114,5 -110,6 -116,4   $$
Italy -1,2 -5,5 1,7 0,4 -2,4 -1,9 -8,9$
Debt as % of GDP -136,4 -127,8 -126,7 -115,7 -119,3   $$
Netherlands 1,8 -3,7 1,5 0,9 -1,2 -0,8 -1,5$
Debt as % of GDP -47,6 -58,1 -54,3 -42,3 -37,5   $$
Portugal 0,0 -2,9 1,9 -1,3 -3,2 -1,4 -6,9$
Debt as % of GDP -152,1 -163,6 -162,1 -169,0 -167,1   $$
Finland 0,3 -8,5 3,4 2,8 -1,0 -1,4 -4,4$
Debt as % of GDP -104,8 -124,7 -131,1 -98,2 -100,2 $$ $$
Source: Eurostat 
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"The" debt" levels" of" SME’s" can" thereby" be" linked" directly" to" the" employment,"growth" and" inflation" rate" in" the" Eurozone" and" following" this" causality" hinting"that" the"excessive" financialization"of" the"Eurozone"has"created"a" financial"enviSronment"that"has"amplified"the"volatility"of"the"crisis"and"prolonged"the"economSic"recovery"for"SME’s"in"the"Eurozone""Together"with"the"debtStoSassets"ratio"chart"cements"the"conclusion"that"the"fiSnancialization"of"businesses"in"the"Eurozone"has"had"a"negative"impact"on"both"lending"possibilities,"the"cost"of"interest"payments"and"GDP"growth"over"the"last"six"years"and"continues"to"burden"the"SME’s"in"the"current"stagnation.""
An(Enlightening(Detour((Before"determining"the"combined"impact"of"financialization"on"SME’s"in"the"EuSrozone,"a"quick"look"needs"to"be"taken"at"the"public"debt"and"the"impact"of"finanScialization"on"government’s"ability"to"navigate"their"economies"during"the"last"six"years.""""One"of"the"best"known"virtuous"of"the"Keynesian"macroeconomic"theory"is"that"the"state"should"use"fiscal"policy"to"support"the"economy"when"times"are"bad"and"stop" it" from"running"wild"when" times"are"good," (Jespersen,"2012)."This" should"result" in" less" volatile" business" cycles" and" create" more" longSterm" sustainable"growth" for" the"economy,"a" low"level"of"unemployment"and" less"social"hardship"for"citizens.""As"we"have"established,"consumer"demand"is"the"most"pressing"issue"for"SME’s"and" thereby" for" the"Eurozone"economy"at" the"moment." It" is" in" times" like" these"that"expansive"fiscal"policies"can"make"up"declines"in"demand"by"spending"more"on"productivity"enhancing"investments" like," infrastructure,"transportation,"eduScation," telecommunications" and" healthcare" sectors" that" all" result" in" increasing"demand" now" and" positive" effects" on" productivity" in" the" long" run," (Jespersen,"2012;"Blakemore"&"Herrendorf,"2009;"Röller"&"Waverman,"2001).""But"in"order"to"be"able"to"support"domestic"demand"public"budgets/"debt"must"be"at"a"level"where"there"is"room"for"expenditure."However,"as"the"financial"crisis"
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unfolded" governments" were" forced" to" perform" several" bank" bailouts" to" avoid"total"collapse"of"their"financial"sector"and"in"doing"so"greatly"strained"the"public"finances.""The" general" belief" has" been" that" periphery" brought" their" current" situation" on"themselves" through"unsustainable"public" finance"but" figure"36" tells" a" different"story."""
Figure(36(I(Gross(Government(Debt((Annual)(
"The"figure"above"shows"the"public"debt"of"core"and"periphery"members"and"reSveals"that"except"for"Greece"and"Italy,"all"members"have"carried"moderate"levels"of"debt"up"until"2007"(De"Grauwe,"2012a)."
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""Surprisingly"to"most"Spain"and"Ireland"where"the"members"with"the"lowest"pubSlic"debt"of"all"while"Portugal,"Germany,"France"and"the"Netherlands"carried"relaStively"similar"levels"of"debt.""Then"came" the"bailouts."Starting"with" Ireland"which"has"had" the"most"extreme"developments" from"24,9"%" in"2007" to"123,"7%"of"GDP" in"2013,"a" result"of" the"massive" financial" sector" in" the" country" and" the" Irish" governments" decision" to"declare" a"100%"deposit" guarantee" in" their" attempt" to" calm"depositors" and" the"financial"markets"as" the"crisis"unravelled." (Krugman,"2012)"As"government"exSpenditure" rose" due" to" financial" sector" bailout" and" rising" unemployment," debt"levels" were" looking" increasingly" unsustainable" and" financial" markets" began"questioning"whether" the"euro"was" retractable"or"not."This" is"how" the" financial"crisis"was"turned"into"the"public"debt"crisis,"which"forced"the"countries"with"the"most" debt" to" take" on" even"more," (De"Grauwe," 2012a)." As" presented" Figure" 14"Government" bond" yields" went" through" the" roof" and" crippled" the" Greek," Irish,"Portuguese"and"later"Spanish"governments"because"yields"had"increased"to"such"heights"that"borrowing"on"the"financial"markets"was"no"longer"sustainable."The"result?"National"and"EU/IMF"funded"bailouts"of"the"financial"sector.""First"came"Greece"(€115"billion),"Ireland"(€85"billion)"and"Portugal"(€78"billion)"and"later"in"2012"Spain"received"€41,3"billion,"all"of"which"configured"as"public"budget"debt,"(EFSF"–"Lending$Operations).""Fast"forwarding"to"present"time"and"the"issues"of"demand"and"access"to"finance"the"bailouts"of"the"financial"sector"have"had"great"negative"consequences"in"both"areas."First"of"all,"the"transfer"of"financial"debt"to"public"debt"has"limited"the"posSsible" fiscal" actions"of"periphery"members"massively"and" resulted" in"higher"unSemployment"than"necessary"in"these"member"states."The"government’s"ability"to"fill" the"demand"gap"left"behind"by"the"crisis"through"the"use"of"expansive"fiscal"policy" was" hindered" by" the" fact" that" the" funds" had" already" been" spent" someSwhere"else.""Furthermore" the" EFSF" bailouts" came" with" strict" conditionality" and"macroecoSnomic" adjustment" programs"which" entailed," public" budget" reforms/" cuts," penSsion" reforms," education" reforms," firering" of" public" servants" raising" taxes" and"
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other"demand"depressing"actions"in"the"attempt"to"perform"an"internal"devaluaStion,"(Krugman,"2012).""The"financialization"of"the"financial"sector"in"the"Eurozone"and"its"collapse"limit"the" fiscal"mobility"and"demand"enhancing"policy"responses"both"now"and" then"and"has"worsened"the"unemployment"problems"in"the"periphery.""Furthermore," access" to" finance" is" directly" linked" to" public" budgets" as" the" govSernment"bonds"yields"determine"the"interest"of"domestic"banks"and"the"soundSness"of"their"balances"sheets"and"thereby"their"leverage"and"willingness"to"lend,"(ECB,"2014a)" If" the"yield"goes"up"so"does"the" interest"rate" for"SME’s"and"down"goes" the" access" to" finance" and" the" ability" to" invest" and" grow" as" an" economy."When"we"compare"the"period"where"access"to"finance"was"at"its"lowest"in"Figure"33"with" the" bond" yields" in" Figure" 14"we" find" that" there" are" highly" correlated."This"means"that"bailing"out"the"banks"not"only"limited"fiscal"policy"measures,"it"also"had"a"major"part"in"the"problems"with"access"to"finance"issues"of"the"SME’s"and"thereby"the"current"stagnation"of"the"Eurozone"economy."""
SubCconclusion(We"did"not"find"evidence"of"wage"repression"as"our"theory"and"indicator"#5"had"projected." Except" for" Germany" no" countries" have" experienced" a" decoupling" of"wages"and"productivity,"which"does"not"match"the"developments"of"financializaStion"in"the"US"and"it"appears"that"the"beast"is"different"in"the"Eurozone"when"it"comes"to"income"inequality"too."""The"current"lack"of"demand"is"the"product"of"misguided"confidence"and"macroeSconomic"imbalances"within"between"members"of"the"Eurozone"that"has"created"realSestate"bubbles"and"credit"fuelled"consumption"in"the"periphery."The"persisStent"current"account"deficits"in"the"periphery"members"have"transferred"demand"out"of"their"economies"and"into"those"of"the"core"as"is"evident"from"the"data"preSsented"is"this"chapter."This"has"resulted"in"large"current"account"surpluses"in"the"core,"which"has" then"been" injected"back" to" the"periphery" in" the" form"of" credit"and"in"doing"so,"has"kept"consumption"high"at"the"cost"of"growing"private"debt."""
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The"faulty"construct"of"the"EMU"and"the"negligence"of"banks"and"politicians"have"allowed"this"cycle"of"to"continue"and"resulted"in"massive"private"and"later"public"debt." Debt" is" now"weighing" heavily" on" demand" and" interest" expenses" limiting"SME’s"in"the"periphery"from"obtaining"access"to"finance"contributing"to"the"curSrent"stagnation"of"the"Eurozone"economy.""""""" (
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Part(4:(Comparative(assessment(of(the(policy(response(to(the(
financial(crisis(in(the(US(and(the(Eurozone(This"study"has"determined"that"the"general"development"of"financialization"has"been" somehow"common" for"both" the"US" and" the"Eurozone" economies." For" the"Eurozone,"the"moderate"growth"in"the"period"up"until"the"crisis"was"followed"by"an"increase"in"the"debt"levels,"as"shown"in"indicator"#1"in"part"1,"of"both"houseSholds"and"nonSfinancial"corporations."Even"if" the"sequence"of"events"have"been"somewhat"similar"in"the"US"and"Eurozone,"it"has"happened"later"and"more"comSpressed" in"Europe." In" the"Eurozone" these"dynamics"was" spurred"by" a"peculiar"institutional" setting"where"a"precarious" integration"of"periphery" countries" into"the"EMU"spurred"an"even"larger"increase"in"debt"levels"because"of"the"common"currency’s"impact"on"the"risk"premium"attached"to"borrowing"in"the"periphery,"interest"levels"and"the"general"access"to"credit"for"these"countries.""The"previous"chapter" illuminated" the" specific" difficulties" that" the" resulting" crises"have"made"for"the"economy"in"the"Eurozone."In"short,"we"observed"a"lack"of"demand"in"the"periphery"and"diminished"access"to"finance,"also"primarily"in"the"periphery."This"chapter"assess"some"of"the"general"policy"responses,"both"for"the"US"and"EuroSzone"that"target"these"challenges."This"chapter"will"show"the"general"economic"development"in"both"the"Eurozone"(including"the"differences"between"the"core"and"periphery)"and"the"US"showing"GDP"growth"rates,"inflation"rates,"as"well"as"unemployment"rates"for"both"econSomies."The"presentation"of" this"empirical"development"will" serve"as"a"basis" for"the"analysis"of" the"different"policy"responses" in"the"European"Union"and" in"the"US"as"well"as"their"different"impact."We"can"then"look"at"specific"measures"taken"in"the"US"with"regard"to"the"impact"and"assess"if"they"would"be"relevant"for"the"current"situation"in"the"Eurozone."As"the" focus"of" the"project" is"mainly"on" financial" institutions,"and"of"course"the"fact"that"the"EU"has"no"fiscal"integration,"we"mainly"look"at"the"ECB"as"the"pivotal"EU"institution"managing"the"crisis.""" "
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US(and(Eurozone(GDP(growth(rates:"As"Figure"37"shows,"both"the"Eurozone"and"the"US"were"experiencing"reasonable"GDP"growth"rates"prior"to"the"financial"crisis,"however"the"Eurozone"were"only"performing"moderate"growthSrates,"compared"to"the"US."The"impacts"of"the"criSsis,"with"the"resulting"creditSfreeze"eventually"made"both"growth"rates"drop"beSlow"zero."As"with"financialization"the"US"was"hit"first,"but"the"Eurozone"has"been"hit"harder."Eurozone"growth"rates"remain"around"zero"until"present"day,"whereSas" the"US"has"managed" to" restore" its"growth"rate"at"a"much" faster"pace." It"will"later"be"discussed"how"this"difference"could"be"ascribed"the"different"policy"reSsponse"of"the"relevant"authorities"in"the"different"economies.""
Figure(37(I(US(and(EZ(GDP(growth(rate(2005I2013(
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Eurozone(GDP(growth(divided(in(core(and(periphery:((
Figure(38(I(Avg.(Core(and(Periphery(GDP(growth(rates((2005I2013)(
"Figure"38"shows"the"regional"differences"in"the"Eurozone."While"the"growth"rate"in" the" core" is" stagnating," the" growth" rate" in" the" periphery" is" diminishing." The"presentation"of" the"different" growth" rates" serves" to"prove" the"problematic" imSbalances"in"the"Eurozone"economy."Excessive"demand"fuelled"by"cheap"access"to"credit" from"the"core"has" left" the"periphery"at"a" large"competitive"disadvantage."Seeing"as" the"periphery"cannot"devaluate" their"currency" to"regain"competitiveSness"they"remain"uncompetitive"relative"to"the"core,"leading"to"low"external"deSmand."Public"budgets"are"strained"by"loss"of"tax"revenues"due"to"unemployment"(also" leading"to" increased"social"security"spending)"and"expenses"related"to"reScapitalisation"of"their"bankingSsystems."As"a"result,"public"spending"is"not"an"opStion," and" instead" tough"austerity" is" implemented" to"better" the" competitiveness"and"foster"external"demand."(Krugman,"2013;"Lapavitsas"et.al,"2012)"In"the"preSceding" chapter"we" found" that" this"has"had"a" severe" impact"on" the"SMEs" in" the"periphery."The"common"currency,"eliminating"the"bondSyield"spread"across"the"Eurozone,"and"indeed"financialization"has"facilitated"the"economic"imbalances,"as"they"enabled"the"periphery"countries"to"sustain"essentially"unsustainable"wageS"and"price"inflation"until"the"economy"had"its"‘Minsky"moment’."""
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Figure(39(I(US(CIP(&(EZ(HCIP(Inflation(rate(
""Even"though"both"the"ECB"and"the"Federal"Reserve"(the"Fed)"is"mandated"to"aim"for"price"stability,"with"the"explicit"goal"of"an"inflation"rate"of"around"2"%,"both"were"having"trouble"controlling"prices."The"impact"of"the"financial"crisis"caused"inflation" to" decrease" rather" rapidly" in" 2008S09"which" of" course" forced" central"banks"in"both"areas"to"take"action."""At"the"time"of"writing,"the"inflation"rate"in"the"Eurozone"has"reached"a"new"low"of"0.5"percent."The"concerning"trend"of"priceSstanation"is"slowly"increasing"while"fearing" a" slide" down" the" path" of" actual" deflation" –" already" a" reality" in" Greece."Meanwhile"the"US"inflation"rate"has"bounced"back"to"the"Fed’s"target"of"2"%.""
The(policy(response(of(the(US,(the(institutional(settings(in(place(The"financial"crisis"impact"of"the"US"economy"led"to"the"largest"decline"in"indusStrial"production"since"World"War"II"as"well"as"falling"levels"of"aggregate"demand"and"economic"activity"that"led"to"the"largest"rise"in"unemployment,"see"Figure"40,"since"the"Great"Depression"(Ciro"2012:"94).""
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Figure(40(I(Unemployment(rate(
"The" US," as" being" one" federal" state" opposed" to" the" Eurozone’s" many" different"member"states"still"in"the"everlasting"process"of"economic"integration,"has"been"able" to" come" up"with"more" decisive" responses" to" the" financial" crisis." The" imSportant" decisions" could" be" made" from" federal" level," and" the" Federal" Reserve"could"support" the"actions"without"conflicting"with"any"regional"conflicts"or" the"treatySbound"‘noSbailout"clause’"in"the"Eurozone.""In" October" 2008," the" US" government" passed" the" Emergency$ Stabilization$ Act$
2008,$also"called"the"Troubled"Assets"Relief"Program"(TARP)."This"was"essentialSly"a"public"purchase,"of"toxic"assets,"primarily"related"to"mortgages.""It"was"a"$US700"billion"bailout"fund,"designed"to"purchase"toxic"mortgage"assets"from"financial"institutions"located"in"the"US."The"overall"aim"was"to"promote"fiSnancial"stability"in"the"US"financial"sector"as"well"as"the"overall"US"economy"(Ciro"2012:"98).""""
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The(role(of(the(Fed(in(the(financial(crisis:(There" are" important" differences" in" the" institutional" settings" between" the" two"independent"central"banks,"the"Fed"and"the"ECB."First"of"all,"as"mentioned"above,"the"US" is"a" federal"state"and" its"central"bank"the"Fed," is"allowed"to"acquire"and"manage"US"state"debt" freely."This" is"opposed"to"the"ECB,"who"is"not"allowed"to"directly"acquire"state"debt"of"any"of"the"EU"member"states,"since"this"would"vioSlate"the"noSbail"out"clause"in"article"125"of"the"TFEU"(ECB"2014b)."Another"imSportant"difference"between"the"two"central"banks"lay"in"the"formulation"of"their"mandates."Beginning"with"the"Fed,"the"objectives"for"its"monetary"policy,"estabSlished"by"the"US"congress,"is"to"provide"for"“maximum$employment,$stable$prices,$
and$moderate$long<term$interest$rates”"(the"Fed"2014a)"whereas"the"mandate"of"the"ECB"is"much"more"narrow,"stating"that"the"primary"objective"for"the"ECB"is"to"“maintain$price$stability”" (Statute"of" the"ECB," art." 2)."Although" it" shall" also," but"without"prejudice"to"its"primary"goal,"support"the general economic policies in 
the Union (ibid). These institutional and legal differences are crucial in terms 
of the ability to perform an adequate monetary policy response to the crisis and 
are a key factor as to why the ECB is underperforming the Fed.  "Also,"both"the"Fed"and"the"ECB"has"been"criticised"for"maintaining"a"too"low"inSterest"rate"prior"to"the"crisis"(see"Taylor"2009:"2)."Initially"this"only"accelerated"the"path"towards"the"burst"of" the"subprime"mortgage"market."This" is" indicated"both" in"the"US"and"the"Eurozone"inflation"rate"(Figure"39),"by"the"peak"around"the"second"half"of"2008,"from"where"the"inflation"level"takes"a"steep"drop,"related"to"the"burst."""From"here,"the"Fed"had"a"path"of"responses"to"the"financial"crisis"much"like"the"ECB." " However" the" different" institutional" settings" between" the" US" and" the" EU"shows"how"the"Fed"has"been"allowed"a"more"decisive"policy"response,"which"has"contributed"to"the"rebound"back"up"to"the"targeted"inflation"level"of"2"%"in"the"US" as" opposed" to" the" Eurozone" (Figure" 39)" (The" Fed" 2014)"Just" like" the"ECB," the"Fed"also"acted"as"a" lender"of" last"resort" for" the"American"banking"sector,"and"provided"liquidity"in"the"form"of"shortSterm"loans"to"the"fiSnancial"institutions,"in"order"to"help"calm"financial"panics."The"main"interest"rate"
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of"the"Fed"(the"federal" funds"rate)"was"also"adjusted"downwards"along"with"an"extension"of"the"maturity"of"its"loans"to"the"banking"sector"(The"Fed"2014)."BeStween"September"2007"and"Mach"2008," the"key" federal" fund"rate"was" lowered"from"5,25"%"to"2,25"%"and"later,"the"Fed"decided"to"keep"it"between"the"range"of"0%"and"0,25"%"(Ciro"2012:"100S101)."Besides" these" regular" central" bank"monetary" policies," the Fed has been using 
Quantitative Easing (QE) since 2009. The task contains a large-scale asset pur-
chase of Treasury securities and securities issued by government-sponsored 
enterprises (GSEs). Buying these securities enlarges the balance sheet of the 
Fed, reaching $4 trillion at the end of 2013, which is four times as large as in 
the beginning of the crisis (Labonte 2014: 1). At the time of writing there is no 
plan for ending these rounds of purchases, instead the Fed has been pledged to 
continue purchases until labour markets improve because of price stability 
(ibid). As will be discussed later in this report, QE is a relevant tool in the cur-
rent European context with inflation levels of 0,7 % and remaining high sover-
eign debt levels. The virtues of QE will be expanded upon in the final section 
of this chapter.  
 
The(policy(response(of(the(EU/Eurozone,(institutional(deficiency((The"Eurozone"has"been"restrained"in"making"the"necessary"policy"responses"by"the"institutional"setting"of"the"EU."Unlike"the"US,"the"EU"is"not"a"federal"state."The"design"of"the"EU,"or"more"specifically"the"EMU,"is"actually"quite"peculiar"since"it"is"a"monetary"union"lacking"fiscal"integration"(Bordo"et"al"2013:"449)." "There"is"no" single" fiscal" institution" capable" of" responding"with"means" of" public" investSments," which" is" a" common" response" to" recessions." Instead," it" remains" the" reSsponsibility"of"each"member"state"to"design"a"fiscal"policy"response."Even"this"is"restricted"by" the" rules" of" the"Treaty" of"Maastricht" along"with" the" Stability" and"Growth"pact"and"the"Fiscal"Compact3."The"Fiscal"Compact"serves"to"provide"balSance"in"the"public"budgets"of"the"Eurozone’s"member"states"allowing"only"a"genSeral"budget"deficit"of"less"than"3"%"of"GDP,"and"a"structural"deficit"less"than"1"%"if"the"debtSlevel"has"not"surpassed"the"60"%"threshold"(T/SCG/en"2)."As"will"be"furS""""""""""""""""""""""""""""""""""""""""""""""""""""""""3"The"Fiscal"Compact"is"however"an"intergovernmental"contract"outside"EUSlaw.""
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ther"elaborated"below,"this"difference"is"the"reason"why"the"US"has"been"able"to"make" a" united" policy" response" from" the" federal" level," whereas" the" distressed"periphery"countries"have"been"severely"limited"by"strained"budgets"due"to"both"bailouts"of"banks"and" the"general"economic"downturn."There"are"at" least" three"reasons" as" to"why" the" lack" of" a" single" fiscal" union,"with" a" budget" capable" of" a"united"policy"response"has"meant"an"inadequate"response"of"the"Eurozone."First"of"all,"the"pluralistic"policy"response"has"only"been"possible"for"the"governments"not" already" restrained" by" sovereign" debts" and" budget" deficits," as" the" aboveSmentioned"treaties"limit"these."Second,"because"of"these"limitations"and"because"of"the"use"of" financial"assistance"programmes"for"the"many"peripheral"member"states" such" as"Greece," Ireland,"Portugal," Spain" and"Cyprus," the"policy" response"has"been"more"in"the"form"of"austerity"rather"than"budget"expansions."Third,"the"uncorrelated"stimulus"policies"have"only"been"nationally"aimed"and"not"towards"reigniting" the" Eurozone" as" a"whole." This" seems" further" counterintuitive"when"taken"into"account"the"interdependence"between"the"member"states’"economies."
(A" negative" consequence" of" financialization" has" been" its" impact" on" the" public"budgets" of" the" Eurozone" member" states." Even" for" those" holding" a" balanced"budget"as"well"as"a"low"debt"level"prior"to"the"crisis."The"act"of"saving"the"memSbers"states’"troubled"banking"sectors"from"their"own"failed"conduct"of"business"started" the" vicious" circle" where" the" burden" was" transferred" onto" the" public"budgets"of"these"member"states."(Verhelst"2012)"As"discovered"when"examining"indicator"#2"and"#3"in"previous"chapters,"the"Eurozone’s"financial"sectors"size"as"part"of"GDP,"has"actually"surpassed"the"development"seen"in"the"US."The"size"of"the"financial"sector"is"naturally"followed"by"its"apparent"importance,"which"can"be"clearly"extracted"from"the"Eurozone’s"combined"policy"response"that"has"enStailed"a"real"stretch"towards"protecting"the"banking"sector."Financialization"and"the" following"necessary"bank"bailouts," in"other"words," is"part"of" the"reason" for"the"development"from"financial"crisis"to"a"sovereign"debt"crisis."""Further," as" partly" mentioned" above," an" important" part" of" the" total" policy" reSsponse"of"the"EU"has"been"the"granting"of"loans"to"the"member"states"most"ecoSnomically" distressed" by" this" development." To" this" end," the" EFSF" and," later" the"
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ESM," in" corporation"with" the" IMF" has" been" established" and" called" into" action.""These" loans"have"been"a"necessary" further" indebtedness"of" the"receiving"counStries’"already"indebted"budgets,"while"the"funds"provided"in"many"cases,"(e.g."in"Spain," see" Etzerodt" et" al" 2013)" has" gone" through" the" public" budget" and" again"straight"into"the"distressed"banking"sectors."""This"has"been"the"necessary"consequence"of"the"increasing"levels"of"bank"assets"as" shown" in" the" financialization" indicators" in" previous" chapters" of" this" report.""The"financial"assistance"programmes"has"been"combined"with"strict"conditionaliSty"on"the"economic"governance"of"the"receiving"member"states."This"has"meant"that"these"countries"has"had"to"adapt"to"austerity"measures"to"commence"an"inSternal"devaluation,"bettering"the"competitiveness"of" these"countries" in"order"to"cope"with"the"imbalances"regarding"these"countries"current"account"deficits."The"difficult" tasks" like" lowering"wages," reducing" public" spending" and" raising" taxes"has"been"performed"in"the"hope"of"reducing"public"borrowing"(Lapavitsas"2012"et"al:"7)."As"mentioned"by"Krugman"(2013),"an"internal"devaluation"is"very"hard"to"initiate,"as"wages"are"downwards"rigid.""In"the"lack"of"a"fiscal"union"and"a"joint"policy"response"to"the"financial"crisis,"the"responsibility"of"the"monetary"policy"is"at" least"centralised"within"the"ECB."The"importance"of"the"response"of"this"important"institution"must"not"be"underestiSmated"and"will"therefore"be"assessed"further"below."""
The(role(of(the(ECB’s(monetary(policy(and(its(nonIstandard(measures:(The"Eurozone"severely" lacked"an" institutional" framework" to"manage" the" finanScialS"and"sovereign"debt"crisis,"which"is"a"relevant"explanation"as"to"why"the"ECB"has"taken"such"a"pivotal"role"in"the"policy"response."Even"though"the"ECB"has"been"restrained,"and"still"is,"by"its"mandate"of"securing"price" stability" and" the"noSbail" clause" in" the"TFEU," the"ECB"has"naturally" had" a"significant"role"in"managing"the"financial"crisis."It"is"also"worth"stressing"that"the"ECB" is" currently" severely" undershooting" its" inflation" target," meaning" there" is"ample"room"to"manoeuvre."""
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Part" of" its" policies" has" been" a" special" sort" of" expansionary"monetary" policy" to"thaw"the"frozen"interbank"market,"by"providing"large"amounts"of"liquidity"to"the"banking" sector" (Trichet" 2010)." Another" part" has" been" aimed" at" repairing" the"monetary"policy"transmission," to"make"the" lowered" interest"rate"reach"the"real"economy"and"actually" impact"the" lack"of"access"to" finance"due"to"the"frozen"inSterbank"market."To"this"end"the"ECB"has"established"a"number"of"nonSstandard"measures" including" longSterm" refinancing" operations" (Trichet" 2010)." Breaking"the"aforementioned"vicious"circle"between"the"troubled"banks"and"public"budgSets"has"also"been"an"important"part"of"the"EU"response,"and"in"order"to"achieve"this"the"Banking"Union"was"created"(European"Commission"2014).""What"is"common"for"all"the"graphs"above,"both"for"the"US"and"the"Eurozone"is"the"significant"break"of"the"curve"around"2007S2008."This"shows"a"rapid"decline"first"in"GDP"growth"rates"after"2007"and"later"an"even"more"drastic"decline"in" inflaStion."These"developments"were"sparked"by"the"burst"of"the"bubble"in"the"AmeriScan"sub"prime"mortgage"market,"which"led"to"an"immediate"freeze"of"the"interSbankSmarket,"also"between"the"entangled"European"banks"(Trichet"2010)."In"the"beginning"of"this"financial"turmoil,"the"ECB"wished"to"compensate"for"the"banks’" lack" of" confidence" in" their" counterparties," which" was" causing" a" joint"deleveraging" of" banks" creating" a" situation" similar" to" the" mentioned" “MinskySmoment”" as" well" as" the" prophecy" of" a" debtSdeflation" spiral" mentioned" by"Krugman"(2013)"(see"The"Impacts"of"Financialization"chapter)."To"avoid"this"spiSral,"the"ECB"began"providing"unlimited"access"to"liquidity,"expanding"their"list"of"acceptable"collateral"for"banks"to"attain"loans,"as"well"as"a"downward"adjustment"of"its"main"interest"rate."Later,"the"monetary"policy"measures"were"complementSed"by"the"soScalled"nonSstandard"measures,"which"were"essentially"cheaper"and"prolonged" refinancing" loans" (For" a" more" thorough" explanation" of" the" specific"monetary"and"nonSstandard"policy"measures"see"Etzerodt,"et"al"2014)."In"spite"of"these"efforts,"the"banking"sectors"of"primarily"periphery"countries"needed"to"be"bailed" out" by" its" respective" governments,"which" enlarged" the" consequences" of"the"financial"crisis."The"governments’"budgets"were"deteriorating"along"with"the"banks"because"of"the"aforementioned"vicious"circle"caused"by"the"holding"of"govSernment"bonds"by"the"banks."Part"of"the"reason"for"the"vicious"circle"is,"that"the"
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countries"simply"could"not"sustain"their"large"banking"sectors"once"they"needed"rescue." Ireland" adopted" a" comprehensive" state" guarantee" estimated" to" cover"€400" billion" of" liabilities" in" 2008." In" comparison" the" Irish" GDP" in" 2008" was"~€180" billion" meaning" the" guarantee" amounted" to" ~220"%" of" GDP" (MurraySBrown" &" Dennis," 2008;" Eurostat)." The" nonSstandard" measures," were" also" diSrected"towards"reSestablishing"the"transmission"mechanism"of"the"expansionary"monetary" policy" throughout" the" Eurozone" (ECB" 2010)," by" purchasing" governSment"bonds," on" the" secondary"market," through" the"nonSstandard"measure;" the"Securities"Market"Programme."This"program"proved"that"it"was"actually"possible"to"implement"a"policy"with"a"differentiated"impact"on"the"countries"of"the"EuroSzone,"where"especially"the"government"bonds"of"countries"with"indebted"public"budgets" where," much" needed," bought." This," in" order" to" lower" the" borrowing"costs"of"these"governments"as"well"as"fixing"the"monetary"transmission"mechaSnism."The"measure"was"indeed"needed"as"bailouts,"exemplified"above"by"the"raSther" extreme" example" in" Ireland," meant" bond" yields" on" periphery" debt" were"surging."The" final" but"maybe"most" important" part" of" the" ECBs" nonSstandard" response,"was"the"Outright"Monetary"Transactions"(OMT)"Programme."The"programme"is"meant"as"a"final"solution"if"government"bond"yields"reach"unsustainable"levels.."This"programme"was"combined"with"Mario"Draghi’s"famous"statement"of"intent"to" do" “whatever$ it$ takes”" (Draghi" 2012)," to" preserve" the" euro." Essentially" the"programme"allowed"the"ECB"to"perform"a"targeted"purchase"of"distressed"govSernment"bonds," if" this" specific" government"had"applied" for" financial" assistance"from"the"European"Stability"Mechanism,"and" thereby"accepted" the"strict" condiStionality"attached"thereto"(Siekmann"&"Wieland,"2013)."Even"if"the"OMT"has"nevSer"been"used"and"is"currently"facing"legal"challenge"in"the"European"Court"of"JusStice,"the"program"has"successfully"brought"down"the"government"bond"yields"of"periphery"governments"after"2012,"illustrated"in"the"following"figure."
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Figure(41(I(PostICrisis(LongITerm(Govt.(Bond(Yields(
"In"spite"of" its"controversial"nature"(the"buying"up"of"government"bonds" is"conSflicting"with"the"noSbail"out"clause"of"the"TFEU),"the"OMT"has"been"a"central"tool"for"the"ECB,"as"the"bank"has"essentially"taken"up"the"role"of"being"the"Lender"of"Last" Resort," a" feature" the" financial" framework" in" the" Eurozone" was" severely"missing"prior"to"the"announcement"(De"Grauwe"2012b)."
As mentioned in the beginning of this section, the ECB has not been able to 
manage the sovereign debts of the EU member states and it has also not been 
able to perform the task of quantitative easing (QE), as has been done so far by 
the Fed. With the current problems of a low Eurozone inflation level of 0,5 % 
(Eurostat), far from the targeted 2 %, the discussion of the ECB’s possible use 
of Quantitative Easing gets relevant. Especially as Greece is actually experi-
encing price deflation and the rest of the periphery countries are alarmingly 
close to a negative inflation level (Figure"27)."""
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The(Banking(Union(The"financial"crisis"seemed"to"open"up"a"window"of"opportunity"to"perform"more"comprehensive"regulatory"reform."The"EU"responded"by"establishing"a"banking"union,"which"is"an"integral"part"of"the"response"to"the"financial"part"of"the"crisis."The"European"banking"union"generally"marks"a"further"integration"of"the"EuroSzone"member"states"and"their"separate"economies"with"another"political"regulaStion"measure"towards"the"European"financial"sector."In"the"US,"the"Federal"Reserve"Board"of"the"Federal"Reserve"plays"a"similar"role,"both"supervising"and"regulating"banking"activity."Preceding"the"crisis"the"EU"had"no"formal"framework"for"supervising"and"resolving"banks,"leading"to"several"poSlitical" as" well" as" academic" authors" to" note" that" the" single" European" financial"market" was" severely" lacking" a" formal" and" comprehensive" financial" regulatory"framework"(PisanySFerry"&"Sapir"2010:"333).""The"central"supervision"(The"Single"Supervisory"Mechanism,"SSM),"located"withSin" the"ECB,"much" like" the" Federal"Reserve"Board" is" located"within" the" Federal"Reserve,"is"to"supervise"the"systemically"important"banks"in"the"entire"Eurozone."The"second"part"of"the"Banking"Union"is"the"Single"Resolution"Mechanism"(SRM),"of"which"the"details"were"only"recently"agreed"upon"in"the"European"Parliament"(European" Commission" S" STATEMENT/14/119)."Within" this" part," a" resolution"fund,"which"the"banks"must"provide"the"funding"for"themselves,"is"founded."This"fund" is" to"be"utilized" in" the"process"of" future"bank"resolutions," replacing" funds"essentially"provided"by"tax"payers,"when"governments,"as"done"so"far,"bails"out"the"banks"in"their"respective"bank"sectors."Again,"this"also"targets"the"problem"of"the" vicious" circle" between" problem" banks" and" government" budgets," when" the"governments’"public"budgets"now"is"to"be"left"out"of"the"future"risk"assessment"of"banks"(Verhelst"2012:"p."3)."The"SRM"is"the"making"of"the"fiscal"burdenSsharing"mechanism" that" the" Eurozone" has" been" lacking" soSfar" (PisanySFerry" &" Sapir"2010:" 333)," while" actually" replacing" the" strain" on" the" fiscal" budgets" with" the"strain"on"the"SRM"instead.""With"regards"to"the"challenges"presented"in"the"previous"chapter"on"the"impact"of"financialization"on"the"real"economy"in"the"Eurozone,"the"Banking"Union"will"
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play"an"important"role,"once"it"is"operational."First"of"all,"the"fact"that"the"periphSery"economies"have"simply"been"too"fragile"to"deal"with"the" large"international"banking" sectors," exemplified" earlier" by" the" Irish" state" guarantee" amounting" to"~220"%"of"GDP."The"single"resolution"fund"will"help"break"this"vicious"circle"beStween"public"budgets"and"large"distressed"banks."The"dynamics"is"presented"beSlow"
Figure(42(I(Vicious(Circle(between(banks(and(public(debt(
"Secondly,"domestic"supervision"of"crossSborder"banks"may"lead"to"skewed"incenStives"when"deciding"whether"or"not"to"provide"refinancing"to"a"large"bank."Beck"et" al" (2013)" argues" that" the" composition" of" banks’" balance" sheets"may" impact"this"decision."If"Banks"hold"a"large"share"of"foreign"assets,"the"domestic"regulator"can"externalize"the"cost"of"the"collapse,"and"will"therefore"be"less"likely"to"interSvene"in"a"timely"fashion."This"may"decrease"the"overall"welfare"of"the"Eurozone."This" tendency" to" favour" domestic" banks"may" also" have" led" to" rescue" of" banks"that"were" not" systemically" important," also" decreasing"welfare" due" to" unnecesSsary"public"spending"(Véron"2013)."Thirdly,"Véron"(2013)"also"notes"that"several"of" the" distressed" banks" had" passed" panSEuropean" stress" tests" shortly" before"needing"financial"assistance."One"of"the"causes"was"that"information"sharing"was"clearly"subSoptimal"with"‘too$many’"instances"of"supervisors"not"being"completeSly"honest"about"vulnerabilities"in"their"banking"sector"(De"Larosiére"Group"2009:"p." 41)." Building" on" these" observations," Shoenmaker" (2011)" has"modelled" a" ‘fiS
Crisis"Deepens"
Banks"need"public"support"
Fiscal"position"of"government"weakens"
Reyinancing"costs"increase"due"to"higher"yields"
Weaker"bank"balance"sheets"
Source:"European""Commission,"2014"
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nancial"trilemma’."He"argues"that"financial"stability,"financial"integration"and"naStional" financial" regulation" cannot"be" achieved" simultaneously."One"of" the"main"arguments"in"the"preceding"chapter"was"that"financialization"had"caused"a"more"volatile" economic" development" in" the" periphery,"which" supports" the" ‘financial"trilemma’.""
Table(11(I(Geographical(Spread(of(Banking(Sectors(
( 2006$ 2009$
( Domestic$ Regional$ World$ Domestic$ Regional$ World$
Europe( 52pct.$ 23pct.$ 25pct.$ 52pct.$ 22pct.$ 26pct.$
America( 78pct.$ 8pct.$ 14pct.$ 72pct.$ 7pct.$ 21pct.$
AsiaCPacific( 82pct.$ 5pct.$ 13pct.$ 85pct.$ 7pct.$ 8pct.$
Source:(Schoenmaker,(2011b.$Based$on$Top-30$banks$in$EU,$top-15$in$Americas$&$Asia$As"is"shown"in"the"table"above,"the"European"banking"system"is"more"regionally"and"internationally"integrated"(see"also"Figure"20"&"Figure"32"for"regional"inteSgration)" than" the"banking" system" in"both"America" and"Asia," calling" for" a"more"international"regulatory"framework"to"combat"the"negative"tendencies"presentSed" above." The" Banking" Union"may"well" provide" such" a" framework" and" thusly"decrease"the"financial"instability"we"have"showed"to"be"a"significant"result"of"fiSnancialization" in" the" Eurozone." The" financial" trilemma" also" serves" to" highlight"one"of"the"most"important"differences"between"the"US"and"Eurozone."The"US"has"a"more"domestically"based"banking" sector" and," as"discussed"earlier," a" compreShensive"domestic"framework."Whereas"the"US"economy"did"suffer"during"finanScial"crisis,"the"framework"has"been"better"suited"to"respond"to"this"crisis"and"the"economic"development"has"been"less"volatile"following"the"crisis"than"the"EuroSpean"economy."The"financial"sector"in"the"Eurozone"as"a"whole"is"similar"to"the"American," as" crossSstate" financial" activity" is" commonplace," however," the" EuroSzone"did"not"have"the"same"crossSborder"regulatory"framework"in"place"before"the"crisis."The" ‘Financial"Trilemma’"helps"explain"the"need"for"more" ‘USSlike’" fiSnancial" regulation" in" the"Eurozone," as" the" financial" sector"has" transcended"naStional"borders."In"the"long"term"the"Banking"Union"may"alleviate"some"of"the"inSstability" caused"by" financialization"by" improving"oversight"and"avoiding"excesSsive" and" unsustainable" crossSborder" exposure" building" up" in" the" financial" sysS
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tem,"which" has" had" such" a" profound" impact" on" the" economic" prospect" for" the"periphery"countries.""However,"the"Banking"Union"(EC"2014)"is"a"compromise"between"national"interSests,"the"Commission"and"the"European"Parliament"and"can"be"criticized"on"sevSeral"accounts"(Merler"2014;"Schmitz"2013)."First,"the"resolution"fund"is"going"to"have" the"rather"modest"size"of"€55bn,"Second" it"will"be"operational" in"8"years,"third,"initiating"resolution"of"distressed"banks"will"be"pending"a"rather"complex"decisionSmaking"process"–"even"after"the"role"of"both"the"Commission"and"CounScil"was" successfully" limited"by" the"Parliament." To"put" the" size" of" the" fund" into"perspective," the" Irish" government" received" €67,5" billion" from" the" Troika," of"which"€64"billion"was"injected"into"the"banking"sector"(McArdle"2012)."Also,"as"mentioned"before"panSEuropean"stress"tests"greenSlit"mismanaged"banks"shortly"before" they" needed" assistance," meaning" the" SSM"must" be"more" thorough" and"tough."Even"if" the"Banking"Union"proves"successful," it"will"not"do"so"in"the"sort"term."The" SSM" is" currently" undertaking" its"Asset"Quality"Review" (AQR),"which"will"be"finished"later"this"year,"whereas"the"resolution"fund"will"only"work"as"a"common"backSstop"once" it" is"complete" in"8"years"(ECB"–"Comprehensive$Assess<
ment).""In" the"preceding" sections"we"have"provided"a"brief" overview"of" the"EZ"and"US"response" to" the" current" crisis."Whereas" some" of" the"measures" are" very"much"alike,"the"response"and"result"differ"between"the"two"areas."Before"looking"at"the"future" perspective" in" the" policySresponse" we" present" a" brief" overview" of" the"challenges"the"areas"faced"and"the"response"in"the"two"areas."The"challenges"are"both" inspired"by"the"previous"chapter"on"the" impact"of" financialization"and"the"inherent"differences"between"the"US"and"EZ"presented"in"this"chapter.""" "
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Table(12(I(Policy(Response(Comparison(
Theme( United(States( Eurozone(
Central(Bank(Mandate( Expansive," inflation" tarSgeting," employment" and"moderate" longSterm" inSterest"rates"
Limited," primarily" inflaStion"targeting"
Liquidity(Operations( Expanded" assets" acceptSed" as" collateral" and" maSturity"
Expanded" assets" acceptSed" as" collateral" and" inStroduced"LTRO’s"
Govt.(Bond(Yields( Very"stable,"not"really"an"issue" Soaring" in" the"periphery,"introduced"OMT"and"SMP"
DeIleveraging( TARP"(Treasury)"and"QE" ESFS," later" ESM" &" NaStional"bank"bailouts"
Institutional( FrameI
work(
No" largeSscale" changes,"no" major" new" instituStions"created"
Creation"of"ESM"as"a" ‘fisScal" backstop’," ECB" as"Lender" of" Last" Resort"(OMT)"&"Banking"Union"
Inflation( Lowered" Federal" Funds"Rate," addressed" leverage"issues" by" establishing"TARP" and" QESprogramme."
Lowered" Main" RefinancSing" Rate" and" addressed"transmission" mechanism"by" increasing" the" scope"of" liquidity" operations" &"establishing"Banking"UnSion"
Sub(conclusion(In" this" chapter"we"have"presented" the" recent"macroSeconomic"development" in"the"US"and"Eurozone"respectively,"and"undertaken"a"brief"analysis"of"the"differSences"in"the"policySresponse"to"the"crisis."The"US"is"outperforming"the"Eurozone"on" the"macroeconomic"parameters"presented,"and" the"differences" in" the"policy"response"can"help"explain"this"development.""
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First"off,"the"Eurozone"had"a"less"developed"regulatory"framework"going"into"the"crisis,"naturally"delaying"the"impact"of"the"response"significantly."The"European"response"has"been"limited"by"the"lack"of"a"common"backstop"and"financial"reguSlatory" framework," severe" regional" differences," and" a" narrow" mandate" for" the"Central"Bank."Whereas"the"US"responded"by"stimulating"the"financial"sector"both"through"the"TARP"and"a"large"QE"program,"the"EU"has"mainly"relied"on"an"expanSsion"of"the"standard"liquidity"operations"in"both"maturity"and"assets"accepted"as"collateral.""The" EU" is" catching" up." By" creating" the" ESM," the" Eurozone" finally" has" common"backstop," even" if" it" is" severely" limited"due" to" the" conditionality" attached" to" its"operations." The" ECB" has" also" taken" on" the" role" of" lender" of" last" resort" to" disStressed"governments,"which"has"helped"narrow"the"bond"yield"spread"across"the"Eurozone."Finally,"when"the"Banking"Union"is"fully"operational"it"may"contribute"to"decreasing"volatility,"as"the"banking"system"will"be"better"managed"and"sepaSrated"from"its"host"country’s"public"finances."When"the"AQR"and"stress"tests"are"complete"by"the"end"of"2014,"it"should"also"spark"improved"confidence"between"the"banks,"as"bad"banks"can"then"be"put" into"resolution."However," the"Banking"Union"is"not"without"its"limitations,"and"is"more"long"term"in"scope.""One"of"the"biggest"challenges"faced"by"the"ECB"is"stagnating"inflation"rates"across"the"Eurozone,"but"most"pressingly,"in"the"already"debtSburdened"periphery.""" (
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NonCstandard(times(call(for(nonCstandard(measures(The" impact" of" financialization" has" been" diverse" between" members." Some" had"excessive"public"debt"like"Greece"others"had"excessive"private"debt"like"in"Spain"and"Ireland"and"others"had"a"bit"of"both."But"the"common"issue"is"still"debt.""High"debt"equals"high" interest"expenses"and"limits"the"maneuverability"of" indiSviduals,"firms"and"government."Currently"the"main"refinancing"rate"is"at"0,25"%"which"is"the"lowest"in"the"history"of"the"ECB,"the"deposit"rate"is"zero,"and"as"exSplained"earlier,"the"low"refinancing"rate"is"still"not"reaching"SMEs"in"the"periphSery."""The"low"level"of"economic"activity"results"in"low"levels"of"inflation"and"this"has"a"series"of"unwanted"effects,"which" contribute" to" the" current"decline" in"demand,"and"stagnation"of"growth.""
Table(13(I(ECB(Key(Interest(Rates(
(( Time( Deposit(rate( Main(refinancing(rate(
2013( 13"Nov.2013" 0.00" 0.25"
2013( 8"May.2013" 0.00" 0.50"
2012( 11"Jul.2012" 0.00" 0.75"
2011( 14"Dec.2012" 0.25" 1.00"
2009( 9"Nov.2009" 0.50" 1.25"
2009( 13"Jul.2009" 0.75" 1.50"
2009( 13"Apr.2009" 0.50" 1.25"
2009( 13"May."2009" 0.25" 1.00"
2008( 8"Apr.2008" 0.25" 1.25"
2008( 11"Mar.2008" 0.50" 1.50"
2008( 21"Jan.2008" 1.00" 2.00"
2008( 10"Dec.2008" 2.00" 2.50"
2007( 12"Nov.2007" 2.75" 3.25"Source:"ECB"–"Key$ECB$Interest$Rates$""
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As"presented" in" the"previous" chapter" the"dominating"mandate"of" the"ECB" is" to"keep"price"inflation"at"2%,"only"then"pay"attention"to"other"concerns"such"as"emSployment" and" economic" growth."At" the"moment" the"ECB" is" not" having" a" lot" of"success" delivering" on" its" mandate" and" that" is" a" shame" because" inflation" does"have"some"very"helpful"effects"on"stagnating"economies.""We"usually"think"of"price"inflation"as"a"dangerous"source"of"instability"reminding"us" of" the" German" experience" with" hyperinflation" in" 1922S1923" (Economist"2013)."Too" little" inflation" is" also" very"destructive" for" the"potential" growth" and"employment"rate"in"an"economy"and"especially"in"the"current"economic"climate."Firstly,"inflation"reduces"the"real"value"of"debt,"a"quality"that"is"greatly"needed"at"the"moment"as"we"have"shown"in"this"report."When"inflation"is"as"low"as"it"curSrently"is"(0,5"%)"the"real"debt"level"is"virtually"unaffected."After"housing"bubbles,"high" asset" prices" and" great"willingness" from" banks" to"mortgage" houses" to" the"ceilings"many"have"had"the"unpleasant"experience"of"seeing"the"market"value"of"their"homes"drop"below"the"size"of"their"loans."People"that"owe"more"on"an"asset"than"its"actual"value"do"not"tend"to"increase"their"spending."Instead"they"prioriStize" chipping" of" on" their" debt" until" they" can" sell" it"without"walking" away"with"huge"personal"debt"or"to"create"a"buffer"for"the"hard"times"to"come."But"the"longSer"it"takes"to"deleverage"the"longer"demand"decline"and"the"economy"suffers"like"it"is"doing"now"(See"chapter"3)."Inflation" can" shorten" the" deleveraging" period" for" all" homeowners," businesses"and"governments"alike,"and"thereby"improve"the"climate"for"increased"demand."Let"us"do"a"simple"piece"of"math:"If"inflation"is"0,5"%"for"10"years"it"will"only"reSduce"the"real"value"of"a"loan"by"5"%"but"if"it"is"2%"it"will"reduce"the"real"value"of"the" loan"by"20%." Just"by"realizing" its" inflationStarget" the"ECB"would" thusly" imSprove"the"situation"greatly."" "
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Another"merit"of"inflation"is"that"it"brings"incentive"to"invest"savings"from"busiSnesses."With"the"current"economic"climate"businesses"with"internal"funds"postSpone"their"investments"because"they"are"unsure"of"what"is"to"come"and"whether"they" will" profit" more" on" that" investment" by" waiting.$ ”Once$ prices$ start$ to$ fall,$
economies$ can$ become$ moribund$ as$ consumers$ delay$ purchases$ in$ the$ hope$ of$
getting$bargains$ later$and$businesses$postpone$investment$and$innovations”" (Pan"Pylas"2014).""With" the" current" rate" of" inflation" business" can" do" so" without" having" the" real"value"of" their" savings"become"smaller" and" that" leaves" little" incentive" to" invest."Higher" inflation" therefore" also" equal" higher" incentive" for" investment" for" those"corporations" that" have" saved" up" during" the" crisis" and" can" in" this" relation"increase"productivity," lower"unemployment"which" increases"aggregate"demand"in"the"economy."""One"of"the"main"differences"between"the"crisis"response"of"the"Fed"and"the"ECB"has"been" the"use"of"quantitative"easing" in" the"US."Quantitative"easing" is"an"unSconventional"monetary"policy"measure,"which"a"central"bank"can"use"when"short"terms" interest" are" approaching" zero," and" is"basically" an" increase"of" the"money"supply"without"printing"new"banks"notes."The"central"bank"purchases"securities"from"financial"institutions"and"in"this"way"lowers"the"interest"rate"of"government"bonds"and"boost"the"value"of"the"bonds"purchased."The"Fed"has"purchased"both"government"and"real"estate"securities"in"three"rounds"and"now"hold"assets"at"the"value"of"about"$4"trillion"compared"to"just"under"$1"trillion"in"2007"(Economist"2014)."""If"the"ECB"was"to"engage"in"QE"this"will"have"several"desired"effects."First"of"all"increasing"the"monetary"base"will"create" inflation,"as" the"numbers"of"assets"reSmain"unchanged."Secondly,"it"will"have"a"cleansing"effect"on"the"European"finanScial"sector,"which"still"holds" large"amounts"of"bad"loans"and"assets"(Table"4)." If"the"ECB"started"a"QE"program"in"realSestate"assets"the"ECB"would"buy"up"all"the"bad"assets" from" the"banks"and" replace" it"with" fresh" liquidity,"which"would"enShance"banks’"willingness"to"give"loans"and"thereby"improve"the"access"to"finance"
98""
for"SME’s."In"this"manor"a"QE"program"would"separate"the"good"assets"from"the"bad"and"restore"confidence"in"the"financial"system."""However"there"are"some"limitations"to"the"manner"in"which"the"ECB"can"use"QE,"most"pressingly"the"noSbailout"clause,"which"prohibits"the"ECB"from"buying"govSernment"bonds."The"ECB"would"have"to"limit"its"QE"operations"to"the"private"secStor"but"this"could"still"be"very"beneficial"for"the"reasons"already"presented."Even"then,"it"may"face"legal"challenges"just"like"the"OMT."""Of"course"there"might"be"differences"between"what"we"want"from"QE,"inflation,"demand"and"access"to"finance,"and"what"we"might"get"out"of"it"in"the"end."In"theSory"QE"sound"like"just"the"thing"we"need"to"get"the"economy"rolling"again"howSever"like"in"all"other"economic"theory"there"are"variables"to"be"considered.""First"of"all"the"common"currency"has"removed"capital"controls,"transaction"cost"and" created" the" most" transnational" active" financial" sector" in" the" world,"(Schoenmaker" 2011b)." In" the" “good”" years" this" has" transported" capital" to" the"most"profitable"investments,"from"Germany"to"Spain,"but"post"crisis"the"financial"flows"have"changed"(CourSthimann"2013)."The"risk"of"doing"a"QE" is" that" the" liSquidity"that"is"freed"by"the"ECB’s"would"not"be"channeled"back"into"the"countries"that"need" it" the"most." If" a" Spanish"bank"unloads" its"bad"assets" in" exchange" for"fresh"money,"what"is"to"stop"that"bank"from"investing"these"newly"attained"funds"in"Germany"or"the"Netherlands"or"other"less"risky"areas?"If"this"becomes"the"case"QE"might"not"help"in"the"regard"to"access"to"finance"for"periphery"members."""On"top"of"this"helping"out"the"financial"sector"once"more"so"we"can"obtain"more"debt"is"not"exactly"what"this"paper"recommends"as"a"healthy"course"of"action,"as"it"would"essentially" just" reSstart" the"unhealthy" imbalances" that" financialization"helped"create"in"the"first"place."However,"as"there"is"no"immediate"plans"to"furSther" economic" integration," especially" as" Euro" skepticism" is" on" the" rise" in" the"2014"elections"to"the"European"Parliament.""""The"European"central"bank"is"the"only"institution"that"holds"competences"to"acStually" do" something" about" the" challenges" presented" in" the"preceding" chapters."
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Initiating"a"QE"program"may"help" it"deliver"on" its"mandate"of"2"%" inflation."As"the"Eurozone"is"a"monetary"union"without"a"fiscal"union"it"falls"to"the"ECB"to"perSform" expansive"monetary"measures" to" create" demand" and" employment" in" the"Eurozone."But"QE"is"no"exact"science"and"the"outcome"is"naturally"hard"to"preSdict."The"options"are"therefore"as"following"–"delay"and"pray"or"spray"and"pray."" (
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Conclusion(The" impact"of" financialization"on" the"Eurozone"economy"during" the"post" crisis"years" has" been" one" related" to" debt." There" have" been" great" increases" in" both"Household," corporate" and" public" debt" levels" from" the" creation" of" the" common"currency"that"has"seriously"worsened"the"impact"of"the"financial"crisis."""By"comparing"the"advent"of"financialization"in"the"Eurozone"to"the"US."A"similar"sequence" of" events" has" happened" in" the" Eurozone," be" it" at" a" later" date," more"compressed" and" with" slightly" different" characteristics." DebtSlevels" have" inScreased" in" both" the" financial" and" nonSfinancial" private" sector" and" households,"even"to"levels"beyond"that"of"the"US."Conversely,"the"rising"level"of" income"ineSquality" in" the"US"has"not" been"mirrored" in" and" the" financial" structure" is"more"weighted"towards"banks"in"the"Eurozone."We"therefore"conclude"that"financialiSzation"has" indeed"crossed" the"Atlantic," even" though" the"development"has"been"different"in"the"Eurozone."""The"construction"of"the"EMU,"specifically"the"free"movement"of"capital,"has"enaSbled"the"evolvement"of"financialization."Removing"transaction"costs"and"the"risk"premium"attached"to"the"periphery"countries,"allowed"a"huge"inflow"of"credit"to"this" area." The" inflow" of" credit" has" significantly" altered" the" economic" cycle," by"allowing" the" periphery" to" run" a" large" current" account" deficit" financed" by" the"banking"sector"in"the"core."As"a"consequence"the"competitiveness"of"the"periphSery"economies"diminished,"while"the"debtSlevels"soared"up"until"2008."""After"the"crisis"hit," the"elevated"debt" levels"have"resulted" in"greatly"diminished"consumer" demand," price" inflation" and" growth" rates" due" to" the" debtSdeflation"cycle." SMEs"have"been"hit"hard"by" this"development."The"collapse" in"aggregate"demand" has" contributed" to" the" current" economic" stagnation" in" the" Eurozone,"and"cannot"bounce"back"until"private"debtSlevels"match"the"real"asset"values."The"debt" level" in" periphery" SMEs" accumulated" during" the" boom" is" now" weighing"heavily"on" interest" rate"expenses," limiting" their"access" to" finance."We"conclude"that" the" impact"of" financialization"Eurozone"has" resulted" in" the" collapse" in"deSmand"and"access"to"finance"currently"plaguing"SMEs"and"thereby"the"Eurozone"
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economy"as"a"whole."The"main"conclusion" is" that" financialization"has"amplified"the"cyclical"volatility"of"the"financial"crisis,"as"it"has"carried"the"economy"to"unSsustainable"highs,"which"were"bound"to"collapse."""The" extent" of" the" impact" of" financialization" has" also" spilled" over" to" the" public"budgets"through"the"public"bailouts"of"large"financial"institutions"during"the"criSsis."This"has"limited"peripheral"governments’"ability"to"support"their"economies"through"expansionary"fiscal"policy"measures."""The" faulty" construct" of" the" EMU" and" negligence" in" both" political" and" financial"elites"has"left"the"ECB"as"the"pivotal"institution"in"the"Eurozone’s"response"to"the"crisis." Contrary" to" the" US," the" Eurozone" neither" have" any" fiscal" integration" to"speak"of,"nor"other"substantive"redistributive"institutions."As"a"result"the"US"has"been"able" to"perform"a"more"coherent"and"decisive" response" to" the" challenges"posed"by"financialization.""The"EMU"is"in"the"process"of"catching"up"by"creating"both"the"ESM"and"the"BankSing" Union" to" address" the" issue" of" a" severely" subSoptimal" financial" regulatory"framework."Despite" their"best"efforts" the"Eurozone"economy" is"still" lagging"beShind"on"key"indicators"such"as"GDP"growth,"inflation"and"unemployment.""One"of" the"main"differences"between"the"actions" taken"by"the"ECB"and"the"Fed"has" been" the"use" of" comprehensive"QESprogrammes" in" the"US."We"have" found"that"debtSlevels"are"the"main"culprit"for"the"current"stagnation"in"the"Eurozone."We"therefore"conclude"that"QE"will"be"beneficial"to"lower"debtSlevels,"incentives"to"invest"and"help"the"ECB"reach"their"target"of"2%"inflation."""Financialization"has"come"to"Europe"with"extensive"consequences"for"the"econSomy."The"impact"of"financialization"has"left"especially"the"periphery"countries"in"a"precarious"situation,"after"moderate"growth"fuelled"by"debt;"they"are"now"facSing"an" intense" low."The"response"has"been"hampered"by"an" incomplete" instituStional" framework," which" has" resulted" in" ad" hoc" response." It"may" alleviate" the"
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impact" of" financialization" in" the" future," but" does" not" help" the" distressed" SMEs"and"thereby"the"current"economic"stagnation."""
 " "
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